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The Small Taxpayer 


LEADING editorial in The Ac- 
countant, October 23, 1948, under 
the heading ‘Faithful Service Thus Re- 
paid” discusses the predicament of the 
wage and salary earner v/s-a-vis the en- 
trepreneur. The Finance Act, 1948, 
while less rigid than our new Income 
Tax Act in the matter of permissible de- 
ductions from salaries and wages, does 
refuse to these taxpayers allowances for 
certain expenses which are not questioned 
at all when claimed by those in business 
for themselves. We quote two para- 
gtaphs of this editorial (reminding our- 
selves that Schedule D of the Finance 
Act 1948 sets out the allowable deduct- 
ions in the case of the entrepreneur). 
What is more obviously disadvan- 
tageous (if not so serious) to the em- 
ployee vis-a-vis the entrepreneur, is that 
the device of taxation by deduction at 
source under the name of Pay As You 
Earn, is applied to most earnings, so that 
the employee pays his tax much earlier 
than if he were assessed under Schedule 
D. Moreover, the fact that the em- 
ployee’s own statement of his earnings is 
always subject to check by reference to 
the employer’s return of payments, en- 
sures that the full earnings are assessed. 
This, of course, is perfectly proper, but 
all who have experience of income-tax 
administration are aware that there are 


numbers of traders and others assessed 
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under Schedule D who, whether from 
laziness or some less innocent motive, do 
not keep accurate records of their transac- 
tions, and have to be taxed on estimated 
amounts. In the vast majority of such 
cases the taxpayer is given the benefit of 
any doubt by the Inspector or by the Ap- 
peal Commissioners and, as a result, some 
revenue is bound to be lost — in addition 
to the tax which is assessed but for some 
reason or other has to be written off. 

The employee who is forced to bear 
tax to the last pound of his earnings is 
entitled to be satisfied that those who 
employ him and the tradesmen with 
whom he deals are similarly required to 
pay their proper share. The absence of 
this assurance may in many cases be a 
factor in the unwillingness, of which 
there is so much evidence, to work over- 
time. 

The public relations department of the 
income tax administration might well 
discuss the steps taken to bring the small 
entrepreneurs into the taxpaying group. 
These steps would, we suggest, produce 
more revenue than the time spent in 
copying depreciation schedules of large 
corporations. 

Losses Incurred Subsequent 
to the Close of the Fiscal Period 


cr IS A LONG, long time since audi- 
tors and management have had to be 
much concerned with the results of op- 
erations during the period from the bal- 
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ance sheet date to the conclusion of the 
audit. A case has occurred recently, 
however, which suggests that the prin- 
ciple of full and fair disclosure, advo- 
cated by our profession so strongly, is 
absolutely essential. 


The case is that of Maple Leaf Milling 
Company Limited, whose printed reports 
dealt with an earned loss during the first 
three months of new period estimated at 
$500,000.00. A footnote appeared on 
the Balance Sheet, the auditors reported 
that they could not express any opinion 
as to the management’s estimate of the 
loss and the matter was also dealt with 
in the directors’ report to the shareholders 
and discussed at the annual meeting of 
shareholders. 

The loss in this instance was the re- 
sult of a special circumstance not likely 
to re-occur. We are, however, in an in- 
flationary period and both labour and 
management are inclined to take risks. 
When prices move downwards, it is 
probable that the rate of decline will be 
fast. What occurs during the months 
from the close of a fiscal period to the 
date of the auditors’ report on the ac- 
counts will assume considerable import- 
ance and impose responsibilities on man- 
agement and auditors to give all appro- 
priate information, when the result may 
have a substantial adverse effect on the 
balance of Earned Surplus account. 


Timing of the Budget 

ONE AGAIN representations are be- 

ing made to the Government of 
Canada that the budget should be 
brought down as early as possible in the 
year and reasonably close to the end of 
the fiscal period on March 31. A sug- 
gestion is that it should be brought down 
during the last two weeks of March or 
the first two weeks of April. The pur- 
pose of the recommendations is to dis- 
pose of the period during which rumours 
of tariff and tax changes are rife, causing 


business to slow down until future pros- 
pects are clarified. 


With a huge surplus already a matter 
of public knowledge, it would appear to 
make little difference to the government 
when it brings down the budget, and the 
mere waiting for the closing of the cur- 
rent year’s accounts would not seem to be 
a valid reason for delay. Neither does 
there, at this date, seem to be much press- 
ing business which must be taken care of 
and got out of the way as was the case 
last year. One wonders why the budget 
could not be discussed as the first item 
after the vote is taken on the Speech 
from the Throne and one would hope 
also that, in that debate, all parties would 
show their modesty and trim their verb- 
iage to a minimum. 


The Richard Crittall Case 


owe our reading of British periodi- 
cals, we have been unable to piece 


together the whole story to date of the 
collapse of a prominent concern, but it 
would appear that in due course another 
volume of “Notable British Trials” may 


result. The Accountant tells us that an 
enquiry is being conducted by Scotland 
Yard. We shall do our best to give a 
factual summary of happenings in an 
early issue. It appears that in the late 
months of 1947, the company’s fiscal 
period ending on December 31, an issue 
of preference shares was sold at a small 
premium over par and that a prospectus 
was issued by the company which indi- 
cated a profit of £100,000 for the 1947 
fiscal period. The auditors were not con- 
sulted and had expressed no opinion on 
the validity of the estimate, and they took 
the precaution to advise the issuing house 
that the directors’ estimates had not been 
checked by the firm. It is stated that 
the issuing house disclaims any responsi- 
bility as the shares were not offered for 
sale by them but were merely an issue of 
shares on a prospectus by the company. 





















In any event, the company is now un- 
dergoing drastic reorganization as the 
audited accounts for the 1947 period 
showed a substantial loss. Accountancy 
states that a committee is hard at work 
evolving a scheme of capital reconstruc- 
tion, but most of the subsidiary com- 
panies will have to be or are already 
closed down. “Suffice it to say that on 
a compulsory liquidation there would be 
little or nothing for the unsecured credi- 
tors and certainly nothing for the share- 
holders.” 

The auditors commenced the audit of 
the 1947 accounts late in March, 1948. 
By May 3, they had formed an opinion 
that the draft accounts submitted were 
unsatisfactory as to valuations of work 
in progress, treatment of normal revenue 
expenditure as development expenditure 
to be carried forward; inter-company 
transactions within the group tending to 
obscure the position; and valuations of 
certain debts to the company. On May 
4, the auditor made a formal request that 
a committee of directors be formed with 
whom the auditors could confer as “I felt 
that I could no longer deal with the com- 
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pany’s accounting staff’. On June 3, 
a second draft of the accounts was re- 
ceived and again regarded as unsatisfac- 
tory. On July 1, the company published 
a statement that differences between the 
auditors and directors had not been re- 
solved and that the directors were re- 
ferring the matter to counsel for legal 
opinion. On the same day, the auditor 
received a third draft of the accounts 
more unsatisfactory than the first two. 
On the following day at a meeting of 
the directors, auditors and counsel, coun- 
sel agreed almost entirely with the views 
of the auditors. 


On July 12, a bank appointed another 
firm of auditors to carry out an investi- 
gation into the company’s credit stand- 
ing and, on the 19th, all but one of the 
directors resigned. A new board gave 
the auditors every assistance and the 
statements were finally signed on October 
5. At the annual meeting of sharehold- 
ers, the auditor made a statement re- 
counting the history of the audit and re- 
marked that it was the firm’s “most diffi- 
cult audit”. 





Our good friend, Thomas Richard Henry of The Evening Telegram, Toronto, 
reads this journal avidly. This is evidenced by the number of times he makes 
reference to matters in the accounting field. It is quite obvious that, were it not 
for us, his knowledge of accounting would be meagre. His latest gem accounting- 
wise appeared in a recent column as follows,— 

The “last-in, first-out” inventory system reminds us of a country doctor’s 


bookkeeping system. He stuck all the bills on a spindle. When he was paid 
any money he took the top bills or bill off and paid them or it. “I never seemed 


to get to the bottom of the spindle,” he explained wearily. 
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Checking by the Yard 


We used to chisel a bit when checking 
additions of cash books, sales journals 
etc., by starting at the tens of dollars 
columns and using as a base a carry- 
forward figure of fifteen or twenty to a 
standard page of forty to fifty lines. This 
brought us, we recall, somewhere within 
shooting distance anyway of the correct 
carry-forward figure for the hundreds of 
dollars columns. In doing this, it never 
occurred to us what a wonderful thing 
a decimal system of currency is, nor did 
this sly way of saving time for other 
purposes bring to mind that a carry-for- 
ward figure might give some indication 
of the size of a company. We must have 
missed something, however, and we still 
are missing it, because a whole evening 
of thought fails to bring to us the logic 
of the following paragraph from The 
Accountants’ Journal, New Zealand, in 
its September 30, 1948 issue,— 

Mr. G. H. L. Davies in his address gave 

a good example of the size of some Eng- 

lish companies by relating how additions 

on an adding machine tape were checked 
by the yard. For every three feet of the 
tape it had been found that shillings and 
pence always totalled approximately £200 

(correct to within about £10). Over some 

40 feet of tape, such a device could 

achieve a high percentage of accuracy 

when iarge sums were involved. 


We are sorry, New Zealand, but we 
just don’t follow this. Further, in our 
North American way, we suggest that 
the matter of checking the addition of a 
forty foot tape is one for another ma- 
chine, not one for an audit clerk to do in 
his head. 
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Unbounded Faith 


The Economist (November 6, 1948) 
under this heading quotes the following 
remarks of Sir Ernest H. Murrant, presi- 
dent of Furness, Withy and Company 
Limited, world-famous shipowners,— 


Shipowners are now more than ever con- 
cerned to see that overseas world trade 
develops and expands in order to provide 
full and remunerative employment. The 
problem of currency exchanges still creates 
considerable difficulty, but to my mind it 
appears that a substantial expansion of 
coal exports, and an all-round reduction 
in the cost of producing everything we do 
produce — including as a start the cost of 
Government administration — would go a 
long way towards putting our general ec- 
onomy on a more competitive level than 
it is at present. However, these things 
don’t appear likely to happen so long as 
more and more is expected to be paid for 
less and less. In earlier days we were en- 
couraged to think that the way to achieve 
improvement, whether it was in the matter 
of the standard of living or building up 
great industries, was to strive our utmost 
and with all the means at our disposal to 
achieve the objective; we did not expect 
these things to happen simply through the 
use of the ballot-box. 

















The Purpose and Application 
Of Budgetary Accounting 


By Montagu Clements, C.A., A.C.1L.S. 
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Appropriations and Appropriation Allotments @ Com- 
mitments @ Budgetary Accounts @ Subsidiary Records 
@ Loans, Bond Funds and Funded Deficits @ Defini- 





_ object of this paper is to show 
how the operations of the revenue 
fund budget may be controlled. The 
fundamentals are the same for every 
form of governmental enterprise al- 
though each may have individual prob- 
lems as well. A national government, 
for example, has financial activities for 
which accounting processes have been de- 
veloped over an extended period along 
lines which contain elements especially 
applicable and suitable to the government 
for which they were designed. 

The present article is not concerned 
with exceptional cases. It will be the 
endeavour to describe the outline of an 
accounting plan which has been success- 
fully applied to governmental bodies 
generally and to municipalities in par- 
ticular. It may be regarded—together 
with its predecessor, “Institution Funds”, 
ete in the April, 1948 issue of 
The Canadian Chartered Accountant— 
as an introduction to the broader subject 
of governmental accounting. 


Accounting Processes and Records 
In order to ensure the necessary super- 
vision and control of the operations of 
the budget, the accounting system must 


tions and Explanatory Notes 





be designed in such a way as will pro- 
vide at all times current information 
regarding (i) the collection of revenues, 
(ii) the appropriations from the revenue 
fund and the financial obligations to be 
met from each appropriation, and (iii) 
the unappropriated surplus in the fund 
as a whole. The importance of these 
accounts will be obvious, as the success 
of the budget plan depends upon the col- 
lection of adequate revenues and the 
regulation of expenditures by effective 
appropriation and commitment proced- 
ure. 


A perusal of the definitions and ex- 
planatory notes at the end of this article 
is recommended as a preliminary to the 
proper understanding of the explanations 
offered. The English language contains 
many words which vary in meaning when 
applied to different subjects. “Encum- 
brance”, for example, might suggest to 
the general accountant a mortgage on real 
estate or a lien on certain equipment, but 
its appearance in this treatise must call to 
mind an obligation which will reduce the 
free balance of an appropriation. It may 
also be confusing to see the words “‘re- 
sources and obligations” where one ex- 
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pected to find “assets and liabilities’; 
but the notes will explain that such items 
as “estimated revenues” cannot be prop- 
erly regarded as proprietary assets nor 
can “unliquidated encumbrances” be 
classified as accrued liabilities. 

An understanding of the conditions 
under which transactions in connection 
with the different funds are classified, 
recorded and presented is an essential 
preliminary to the study of budgetary 
accounting. Basic information on this 
subject is set out in my article on “In- 
stitution Funds” previously referred to. 
The accountant must always bear in mind 
that a fund is an independent fiscal and 
accounting entity. Once the identity of 
an account has been lost through the 
consolidation of the accounts of two 
funds, certain necessary information is 
obliterated. An illustration of this was 
recently provided by an actual case which 
came to my attention. An institution had 
received a grant for the purpose of erect- 
ing a building. The record of this grant 
had been merged with the general fund 
of the institution and a few years later 
the auditor wanted to discover what cash 
was available to pay certain charges on 
the special fund created by the grant. 
The accounts showed him the surplus of 
the consolidated funds and the total ex- 
penditures to date in connection with all 
buildings: they did not tell him how 
much had been expended from the par- 
ticular grant for the purpose authorized 
nor of any income which may have ac- 
crued to the special fund through interest 
on unexpended balances or investment of 
the same. I did not hear how the audi- 
tor ultimately discovered the necessary 
information—he may be still looking for 
it. 


The special features of budgetary ac- 
counting can best be understood by a 
consideration of the accounts set up in 
connection with the creation and opera- 
tion of a fund. The authorization and 


Like so many of our contribu- 
tors Mr. Clements is a native of 
Great Britain. He received his 
education and initial experience 
in accounting in England, and 
arrived in Canada in 1910 as an 
associate of the Chartered In- 
stitute of Secretaries. In 1921 
he was admitted to the Sas- 
katchewan Institute, having 
passed all ten of the examina- 
tions in five successive days. In 
1934 he joined the staff of the 
Auditor-General of Canada, 
and has continued to serve in 
that office ever since, during 
which period he has visited 
every part of the Dominion. He 
expects to be retired from the 
Civil Service by reason of su- 
perannuation next year. 


collection of the resources, the approved 
commitments, and the subsequent record- 
ing and payment of any resultant liabili- 
ties are all shown in detail in the budget- 
ary accounts, whereas, in general account- 
ing, the “authorization” features do not 
come into the picture; the entries begin 
with financial transactions arising from 
administrative operations. 


The Budget 

The origin of “budget” appears to be 
the latin word “bulga” via the French 
“bouge” (leather bag), the diminutive 
of which is “‘bougette”. It started life in 
English, therefore, as a small bag and, 
like many other English words, has since 
developed implications only distantly 
connected with its origin. 

“When I use a word”, Humpty 

Dumpty said, in a rather scornful tone, 

“it means just what I choose it to 

mean—neither more nor less.” 

Of course, Humpty Dumpty “had a 
great fall” and the failure of the King’s 
horses and men to restore the status quo 
was not a major misfortune. Perhaps 
their efforts were governed by a consid- 
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ration that anyone who plays fast and 
loose with the language deserves what 
Humpty Dumpty got. In view of his 
fate, however, let me make it clear that 
the definitions quoted at the end of this 
article, while in many respects in agree- 
ment with the opinions of recognized 
authorities, were written with the object 
of bringing out the special aspect applic- 
able to the subject under review. Alterna- 
tive meanings may enjoy public approval 
but they will only make discord here. 
So, wherever the word “budget” ap- 
pears in this article it must suggest a 
financial plan to regulate and control the 
expenditures of a governmental body. It 
is mot concerned with the operation of 
buying household articles on credit and 


the little leather bag is so far away in 


the background that it can be left out of 
the picture. 

The preparation of the revenue fund 
budget begins with an examination of an 
estimate of the financial needs during the 
coming budget period and, at the same 
time, a consideration of the ways and 
means of raising the necessary funds. 
Joseph had a similar problem on his 
hands when upon his appointment as 
chief minister in the kingdom of Phar- 
oah, he introduced the historically famous 
fourteen year budget using an estimate 
based on seven years of drought during 
the latter half of the budget period. 
Modern budgeteers would usually de- 
mand something more substantial than a 
dream as a basis for their estimates but 
there seems to be no doubt that the suc- 
cessful direction of Joseph’s budget 
averted a national calamity. 

While the general aim of the budget 
is to find sufficient sources of revenue 
to provide for all expenditures forecast 
in the estimates, it is sometimes necessary, 
in times of emergency especially, to pro- 
vide for expenditures for which the or- 
dinary revenues are inadequate. When 


filled in with moneys raised through the 
issue of long term bonds. “Deficit” 
budgeting has been used a great deal 
by national governments. Apart from 
wars and other emergencies it seems to 
be necessary to cater to the critic who 
tries to gain public approval by favour- 
ing a policy which may be broadly in- 
dicated by the slogan “support an ex- 
penditure and oppose a tax”’. 

Whatever the cause of the deficit, fin- 
ancial stability may be restored by the 
creation of a sinking fund calling for 
regular appropriations from the revenue 
funds of subsequent years. Without some 
compensating action, a more or less 
permanent debt comes into being, as a 
result of which the revenue fund must 
provide each year for interest charges. 
At the present time the annual interest 
charge on the funded debt of Canada is 
about $35.00 per head of population. 

The sinking fund method of liquidat- 
ing a funded deficit is often made ob- 
ligatory by law. The evidence that the 
municipality or other governmental body 
has adopted a methodical plan to meet its 
obligations creates a favourable impres- 
sion as to its general financial stability. 
The procedure and accounting in this 
connection is referred to in a subsequent 
paragraph. 

To borrow an expression from Mr. W. 
A. Paton’s Accountants’ Handbook, ‘no 
budget plan will work of its own ac- 
cord”. In order to become effective it 
must have direction and control. 

An important function of control is 
the regulation of expenditures in con- 
nection with appropriations from the 
revenue fund in order to keep them with- 
in the amounts appropriated by the leg- 
islative body for each particular service. 
It is also necessary to supervise and con- 
trol the collection of revenues to ensure 
that the ways and means of procuring 
the needed funds may realize the amounts 


this condition arises, the gap may be expected. 
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In spite of a careful study of the es- 
timates on which the budget is based, 
the possibility of unexpected changes in 
economic conditions makes a flexible 
budget desirable. A restriction on the 
sale of gasoline and on the use of auto- 
mobiles, for example, will decrease the 
revenue from gasoline taxes and auto- 
mobile licenses. On the other hand, in- 
creases in labour and material costs may 
call for a revision of expenditure estim- 
ates which had been based on rates and 
prices prevailing at the time the estim- 
ates were originally prepared. 

Any action which might upset the plan 
by allowing expenditures in excess of ap- 
propriations is detected when the treas- 
urer, asked to approve of a commitment, 
finds that his account for the appropria- 
tion involved shows that the necessary 
free balance is not available. If the ex- 
penditure is urgent and the cost cannot 
be reduced to an amount not in excess 
of the free balance of the appropriation, 
it becomes evident that a supplementary 
appropriation is necessary. If the credit 
balance in the unappropriated surplus ac- 
count is not large enough to take care 
of the additional appropriation, ways 
and means should be devised to increase 
the surplus so that funds necessary to 
finance the proposed commitment can be 
made available when needed. 

The accounts required for budgetary 
control must therefore furnish at all times 
current information regarding the unap- 
propriated surplus in the fund and the 
free balance of each appropriation. With 
this information available, appropriations 
can be kept within the amount of the 
expendable surplus in the revenue fund 
and financial commitments can be lim- 
ited to the amount of the free balance 
of each appropriation. 


Appropriations and Appropriation 
Allotments 


When the budget has been approved, 
an appropriation act (or ordinance) is 


passed. The procedure varies but the 
general effect is that the legislative body 
places the amounts appropriated under 
the control of the treasurer. 

The budgetary accounts show the 
amount available in the revenue fund 
and the amounts appropriated therefrom: 
the difference will represent the unap- 
propriated surplus of the fund. 

At the beginning of the fiscal period 
the fund is made up of the estimated 
revenues of the period and the unap- 
propriated surplus brought forward. Ap- 
propriations from the fund will be based 
upon the expenditure estimates of 
amounts necessary to cover the cost of 
the different services etc. 

As explained in the paragraph on 
“allotments” in the notes and definitions 
appended a system may call for approp- 
riation allotments and sub-allotments by 
the use of which the expenditures in con- 
nection with special activities or subsec- 
tions of a project or service may be sep- 
arately controlled and accounted for. By 
way of illustration, an appropriation 
may be made for the care of sick per- 
sons. From this appropriation, allot- 
ments may be set aside for (i) mainten- 
ance of hospitals, (ii) professional ser- 
vices, (iii) care of outpatients, (iv) etc. 
The cost of maintenance of hospitals 
might then be further analysed under 
each hospital unit for the purpose of es- 
tablishing patient-day costs, etc. 

As the accounting details become more 
complex when allotments and sub-allot- 
ments enter into the system, these have 
been omitted from the accounting section 
of this article with the object of present- 
ing a concise outline of the method of 
general ledger control of the budgetary 
accounts. 


Commitments 
Reference has been made to the im- 
portance of keeping financial commit- 
ments within the amount appropriated 
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to the particular service or object for 
which the obligations are incurred. 

Information regarding the free balance 
is obtained by setting up an account for 
each appropriation in the manner shown 
later in the section referring to “sub- 
sidiary records”. The free balance is 
the original amount of the appropriation 
less expenditures plus any commitments 
which may not yet have become actual 
expenditures. 

Before action can be taken on a pro- 
posed commitment it should be presented 
to the treasury department in the form 
of an application for encumbrance. If 
there is an adequate free balance to take 
care of the amount involved, the account- 
ant will record the new commitment: 
the treasurer may then issue a certificate 
indicating that the encumbrance has been 
registered against the particular approp- 
riation concerned. This document gives 
authority to the administrative branch to 
place the proposed order or contract, the 
funds necessary to meet the obligation 
involved having been reserved from the 
appropriation to which the cost will be 
chargeable. 

When the accounting record shows 
that the free balance of an appropriation 
is insufficient to take care of an encum- 
brance applied for, the treasurer must 
withhold his certificate until a further 
appropriation has been sanctioned. 


Budgetary Accounts 

These are defined in the notes at the 
end of this article. 

In considering the budgetary accounts 
of the revenue fund it is necessary for 
the accountant to supplement his general 
accounting training. In his work in con- 
nection with the accounts of a business 
enterprise he has conceived a plan of ac- 
counts which will interpret to an inter- 
ested reader the financial results of opera- 
tions and their influence upon the status 
of the business. His education and prac- 
tice have enabled him to carry in mind a 


picture of the valuations of assets, lia- 
bilities, reserves and ownership equities; 
of operating expenses and the earnings 
accruing therefrom; so that, as a new 
transaction occurs, he may record the ef- 
fect it has had on two or more of the 
accounts in the plan which stands out 
clearly in his mental vision. If he is 
the accountant for a governmental body 
he adjusts the “business enterprise’ plan. 
He varies his conception so that the ac- 
counts now appear under the general 
classification of assets, liabilities and re- 
serves; of revenues, expenditures and sur- 
plus (or deficit). And, when the rev- 
enue fund of the government operates on 
a budgetary plan, he must also add to the 
latter picture, accounts which will indi- 
cate resources to be acquired during a 
current fiscal period and accounts which 
will show the appropriations made from 
these resources to defined objects of ex- 
penditure. He must also include in the 
general design a record of commitments 
chargeable to these appropriations as it 
is by means of this record that he can 
keep expenditures within limits set by 
the appropriations authorized by the 
legislative body. The budgetary accounts 
also give a broader measure of control by 
means of which the Treasurer can be 
placed in a position where he can guar- 
antee that all amounts appropriated to the 
various services and projects will be 
available from the current revenues of 
the fund. This is something very neces- 
sary in the case of a governmental body 
as it has no proprietor’s equity to draw 
upon when an excess of expenditures 
over revenues has caused a deficit, which 
will mean that money is no longer avail- 
able with which to discharge in full the 
current obligations of the fund. 
Different methods are in use for con- 
trolling the operations of the budget 
through the accounting system. In some 
systems the encumbrance control accounts 
may appear only in subsidiary ledgers— 
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sometimes they may be simply in regis- 
ters or file records. The present discus- 
sion follows a system using general 
ledger control. 

In the actual accounting entries, the 
records in budgetary accounting do not, 
as in general accounting, start with the 
receipts and payments of money and the 
accrual of revenues and expenditures. As 
soon as the accountant receives the 
budget summary, accounting entries 
become necessary. A credit to “unap- 
propriated surplus” has arisen on account 
of resources created by “estimated rev- 
enues” and this surplus has already been 
reduced—perhaps almost wiped out—by 
“appropriations”, So the entries fol- 
low: 


Dr. Estimated Revenues 
Cr. Unappropriated Surplus 
and 


Dr. Unappropriated Surplus 
Cr. Appropriations. 
As the revenues accrue and become re- 
ceivable, an account for actual revenues 
grows up to offset the estimated figure 
which is finally adjusted to agree with 
the total actual revenues recorded for 
the period. During the interim, entries 
have been made (from the tax rolls and 
ather revenue records) such as debits to 
Taxes Receivable and credits to Accrued 
Revenues. When the difference between 
actual and estimated revenues is known, 
there will be an additional entry to close 
out this difference by a debit or credit to 
unappropriated surplus account, the cor- 
responding credit or debit taking care of 
the excess of estimated revenues over 
actual, or vice versa, so that one will 
offset the other. Going back to the ap- 
propriations, the accountant is still deal- 
ing with budgetary accounts when he re- 
ceives the record of appropriation en- 
cumbrances arising from commitments. 
He must get this record into the ledgers 
(general and subsidiary) as, at any time, 
the treasurer may need information re- 


garding the unencumbered balance of cack 
appropriation. To prepare for this, he 
opens new budgetary accounts and debits 
“appropriation encumbrances” and cred- 
its “reserve for encumbrances” . He also 
makes entries in the appropriation ledger 
as shown in detail in the special section 
headed “subsidiary records”. 

When expenditures are recorded 
against commitments, he enters the field 
of the general accountant. “Encumb- 
rances” now become “expenditures” and 
any reserve for encumbrances which have 
now been liquidated is cancelled. The 
general ledger entries are: 

Dr. Expenditures 
Cr. Accounts Payable 
Dr. Reserve for encumbrances 
Cr. Appropriation encumbrances 

The effect of these entries in the sub- 
sidiary ledger keeps the accountant in- 
formed as to the current free balance of 
each appropriation. The “subsidiary 
records” section shows how the accounts 
in the “appropriations ledger’’ are set up. 

The budgetary accounts are in the 
same field as the general accounts during 
the processes involving the collection and 
disbursement of moneys. At the end of 
the fiscal period, however, when we re- 
turn to the budgetary accounts to wipe 
out the differences between estimated and 
actual revenues, we also write off un- 
used and lapsed appropriations by put- 
ting the balances back into surplus. 

Dr. Appropriations 
Cr. Unappropriated Surplus 

The importance of keeping the bud- 
getary accounts written up to date can- 
not be too strongly emphasized as cur- 
rent information regarding the unap 
propriated surplus, the free balances and 
the unliquidated encumbrances may be 
needed at any time. 


Loans, Bond Funds and Funded 
Deficits 


When it appears that available rev- 
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enue sources will be, or have been, in- 
adequate to provide for the expenditures 
of the revenue fund, the resultant deficit 
may be financed by a long term loan. 

The accounting processes in connection 
with the funding of a revenue deficit be- 
gin in the bond fund section of the ac- 
counting system and do not concern the 
revenue fund until bonds have been sold 
and the proceeds turned over by the bond 
fund to the revenue fund. 

The independent aspect of the ac- 
counts of the different funds is illustrated 
by the following hypothetical journal en- 
tries illustrating the recording of the 
various transactions in the books of the 
two funds. 

In the bond fund accounts: 

(a) Autboriaaion of the bond is- 
S88 -— 

Dr. Bonds Authorized and Unissued 
Cr. Bond Fund Balance 
(4) Sales of bonds:— 
Dr. Cash 

Cr. Bonds Authorized and Unissued 

(¢) Payment of proceeds to Revenne 
Fund :— 

Dr. Bond Fund Balance Cr. Cash. 

(This is a bare outline for demonstra- 
tion purposes. Entries would be neces- 
sary to take care of all financial trans- 
actions in connection with the bond fund, 
such as discounts or premiums re sale of 
bonds, commissions to agents and other 
expenses. ) 

In the revenue fund accounts: 

The revenue fund entry for transac- 
tion (c) is simply 
Dr. Cash 

Cr. Unappropriated Surplus. 

Although the funded deficit and the 
long term liability may be presumed to 
belong to the fixed items section, some 
municipal accounting experts recommend 
that these be shown on the balance sheet 
of the revenue fund. (See “Segregation 
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of Fixed Items"—Explanatory note No. 
15). The following revenue fund entry 
would set up the necessary record:— 


Dr. Funded Deficit 
Cr. Bond Funds Payable. 
When the bonds issued to finance the 
deficit take the form of serial debentures 
or serial annuity debentures a provision 
can be made, in the revenue fund budget 
of each subsequent period during the life 
of the issue, for the annual amount 
needed to cover bond redemption and in- 
terest. But when the debenture prin- 
cipal is due in one sum at the end of the 
term, the redemption payment may be 
provided by the creation of a sinking 
fund into which an amount calculated to 
accumulate the total sum when needed 
has been transferred by annual payments 
from the revenue fund, the necessary ap- 
propriation for this annual expendituse 
being included in the budget estimates. 
The general ledger entries necessary 
cover these contributions would be:— 
(4) When the amount is appropri- 
ated :— 
Dr. Unappropriated Surplus 
Cr. Appropriations. 
(5) When it is paid:— 
Dr. Expenditures 
Temporary Loans 
In the case of a temporary cash short 
age, an amount may be transferred from 
another fund :— 
Dr. Cash Cr. Due from other funds. 
or a temporary bank loan may be 
raised 


Cr. Cash. 


Dr. Cash 
Cr. Temporary Loans Payable. 
If no appropriations from the fund 
have been authorized beyond the amount 
of the unappropriated surplus, temporary 
loans can always be taken care of from 
went revenue receipts unless re 
ceipts fall short of the budget estimates 
of revenue. 
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Subsidiary Records 

In a governmental body the subsidiary 
records may run to several volumes. The 
general ledger accounts for revenues, ap- 
propriations, allotments, encumbrances, 
expenditures, etc., would each control in- 
dependent ledgers and summaries; fur- 
ther subsidiary records would be con- 
trolled by certain individual accounts in 
the subsidiary ledgers. 

The set up of subsidiaries and their 
subdivisions needs only an elementary 
knowledge of account analysis but an il- 
lustration of the control of “appropria- 
tion accounts subsidiary” has been 
selected for the purpose of demonstrat- 
ing an unusually complex form of gen- 
eral ledger control. 

Let us suppose that the budget sum- 
mary shows $100,000.00 of estimated 
revenues from which appropriations have 


Contract No. Appn. 
or Order No. No. 


Contract 201 
Order 102 
Order 103 
Order 104 
Misc. Voucher 
Misc. Voucher 
Supplies from 
Stores Fund 
Refund 103 Cr. 


TOTAL Net 


Voucher amount 
on a/c 
complete 
complete 
complete 


been made (to cover $80,000.00 of ex- 
penditure estimates) as follows:— 

Appropriation #| $50,000.00 
Appropriation #2 
Appropriation #3 10,000.00 


$80,000.00 


As the administrative activity proceeds, 
the following commitments have been 
registered :— 

Order #101 (Approp. #1) $ 5,000.00 
Order #102 (Approp. #3) 500.00 
Contract #201 

(Approp. #1) 20,000.00 
Order #103 (Approp. #3) 7,000.00 
Order #104 (Approp. #2) 100.00 


$32,600.00 


The voucher record shows the follow- 
ing transactions:— 


Applicable against 
encumbrance 
$10,000.00 

500.00 
7,000.00 
100.00 


$10,000.00 
510.00 
6,570.00 
100.00 
75.00 
200.00 


100.00 
10.00 


$17,545.00 $17,600.00 


It will be noted that the total expenditures of $17,545.00 net include $17,445.00 
due to accounts payable and $100.00 due to stores fund: it will also be necessary 
to account for discharged commitments amounting to $17,600.00. An entry will 
also be shown to take care of a transaction involving a supplementary amount of 
$1,000.00 authorized in respect of appropriation No. 3. 

The general ledger entries are now set out. 


From the budget summary: 


Dr. Estimates Revenues 
Dr. Unappropriated Surplus 


From the encumbrance register:— 
Dr. Encumbrances 


Cr. Unappropriated Surplus 
Cr. Appropriations 


Cr. Reserve for Encumbrances 
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From the register of audited vouchers:— 


I isc iis instil sicthichite a nn apchiteentnienesesite $17,645.00 
PFS ID 62s di 2 Sides... .cesenessorssdncziianee $17,545.00 
Co. Due fo Stores Fed .......:..c...ccs.ccesssssecccceoeee 100.00 
also: 
Dr. Reserve for Encumbrances .....................::ccccceeseees $17,600.00 
I ad weciibh sbesipesasauublaks $17,600.00 
From the authorization for supplementary appropriation :— 
Dr. Unappropriated Surplus Cr. Appropriations ..................0..... $ 1,000.00 


The following entries would appear in the appropriation ledger: 
APPROPRIATION #1 


Encumbrance Transfers 

Record Dr. Cr. Voucher Dr. Cr. Balance 
Ordinance 50,000.00 50,000.00 
Order #101 5,000.00 45,000.00 
Contract #201 20,000.00 25,000.00 
Voucher re 201 10,000.00 10,000.00 25,000.00 
Misc. Vo. 2.00.00 24,800.00 
Stores Fund 100.00 24,700.00 
APPROPRIATION #2 

Ordinance 20,000.00 20,000.00 
Order +104 100.00 19,900.00 
Voucher re 104 100.00 100.00 19,900.00 
Misc. Vo. 75.00 19,825.00 
APPROPRIATION #3 

Ordinance 10,000.00 10,0v0.00 
Order #102 500.00 9,500.00 
Order +103 7,000.00 2,500.00 
Vo. re 102 500.00 510.00 2,490.00 
Vo. re 103 7,000.00 6,570.00 2,920.00 
Refund Vo. Cr. 10.00 2,930.00 
Supp. Ord. 1,000.00 3,930.00 


After posting the entries indicated, the general ledger accounts, in balance sheet 
form, would appear as follows: 





Resources 
IIS 2 5s. . sullcicdiledalhe oliak oull emsipepbacgnbadaa $100,000.00 
Obligations earn cannes a 
III siiniicicngssouivanacnescbitlanssiabsanaibieraniaaaiadecuhoad $ 17,445.00 
a a. MOONS 6S 2. debe cilansn exkabbaascosbanasRibemattune: 100.00 
I i NINE 5... 0a: ssininhctisieceincnsbechbbinintiacekbedantns 15,000.00 
PID inies into iaiisivicine-séisqusapitabiciéaias $81,000.00 
LESS: Expenditures....................... $17,545.00 
Encumbrances........................ 15,000.00 32,545.00 48,455.00 


81,000.00 
Unappropriated Surphes oo... ccccceesseseeseseeecneeneeeens 19,000.00 


$100,000.00 
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The above balance sheet is simply for 
the purpose of demonstrating the gen- 
eral ledger control of the appropriations 
ledger. Only transactions pertinent to 
this purpose are included. It will be 
noted that three general ledger accounts 
are assembled in one computation in or- 
der to arrive at the control figure cover- 
ing the appropriation accounts subsidiary 
ledger. The balance sheet summary of 
these three accounts indicates unused ap- 


ptopriations amounting to $48,455.00 
which agrees with the following sum- 
mary of the individual accounts out- 
standing as taken from the subsidiary 
ledger :— 

Appropriation #1 
Appropriation #2 
Appropriation #3 


$24,700.00 
19,825.00 
3,930.00 


$48,455.00 
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Financial Statements of the Revenue Fand .... eek that BE 


1. Fund 

“A sum of money or other resources 
(gross or net) set aside for the purpose 
of carrying on specific activities or at- 
taining certain objectives in accordance 
with special regulations, restrictions or 
limitations, and constituting an indepen- 
dent fiscal and accounting entity.” 

This much quoted definition, originat- 
ing with the National Committee on 
Municipal Accounting, has been criticised 
as implying too many restrictions to the 
activities of all or any funds. The words 
“specific”, “certain”, and “special” 
should not be interpreted so as to imply 
that a fund may not be established for 


general purposes. 


2. Budget 
An estimate of the proposed expendi- 
tures for a period of operations and the 
proposed means of financing them. 
(More concisely—a prearranged finan- 
cial plan for a period of operations.) 


3. Budgetary Accounts 

Accounts for various resources and ob- 
ligations set up under the authority of the 
budget, the appropriation ordinance and 
the register of approved encumbrances: 
examples of these accounts are “estimated 
revenues”, “appropriations”, “appropria- 
tion encumbrances” and “reserves for un- 

Accounts for assets acquired and lia- 














bilities accrued are referred to, by con- 
trast, as “proprietary accounts”. 
4. Resources and Oligations 

The resources of the revenue fund 
consist of the proprietary assets and other 
expendable resources; the obligations are 
the accrued liabilities and other com- 
mitments. 

(A balance sheet of Resources and 
Obligations can be prepared from the 
general ledger if the latter includes both 
the budgetary and proprietary accounts. 
The excess of resources over obligations 
represents the unappropriated surplus). 
5. Revenue, Income and Surplus 

Receipts 

Revenues are additions to expendable 
assets which do not increase any liability 
or reserve, nor represent the recovery of 
an expenditure. 

This definition relates to the term 
“revenue” as applied to the revenue 
fund. In the case of a public utility fund 
(as in the case of a regular business en- 
terprise) the term “revenue” is usually 
considered as being applicable to income 
from operations only. 

“Surplus Receipts” include moneys re- 
ceived on account of previous periods, 
such as collection of old accounts pre- 
viously written off and sales of old 
equipment or other fixed assets. Al- 
though they come within the above defi- 
nition of revenues they are usually seg- 
regated as they do not represent revenue 
earned during the current fiscal period. 


6. Appropriation 

An authorization by the legislative 
body to make expenditures and incur lia- 
bilities for specific purposes. 

(“Specific’ should not be interpreted 
so as to restrict the general nature of 
an appropriation. An appropriation for 
general administration, for example, may 
cover salaries, travelling expenses, print- 
ing, stationery, etc.) 

An appropriation is often referred to 
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as a grant. On the other hand a grant 
sometimes implies a contribution to an 
institution serving the public or the do- 
nation of a specific sum rather than the 
fixing of a maximum amount provided 
for a defined object or service. 

7. Allotment 

(The word is used in this article to 
indicate “appropriation allotments’’.) 

An amount assigned from an approp- 
riation. 

Where it is convenient to subdivide an 
appropriation, separate allotments will 
usually be made for each subdivision. 

The subdivision of an appropriation 
into specific programmes or units may 
be made the means (under the allotment 
system) of establishing the cost of each 
subdivision. 

The allotment system may be used to 
localize financial responsibility. The Do- 
minion of Canada procedure furnishes an 
excellent illustration of its adoption as @ 
stage in the process between appropria- 
tion, and expenditure. The appropria- 
tions are granted by Parliament to the 
King in whom is vested ““The Executive 
Government and authority of and over 
Canada...” The Governor General 
releases the money but allotments must 
be approved by the Treasury Board be- 
fore Departments of the Government 
may make commitments involving the 
amounts appropriated. 

Assignments made from appropria- 
tions to cover estimated expenditures for 
fractional portions of the fiscal period 
are sometimes referred to as “apportion- 
ments”. 

8. Commitment 

(See encumbrance). 
9. Encumbrance 

An obligation to be met from an ap- 
propriation and for which a part of the 
appropriation is reserved. 

(The correlation of “encumbrance” 
and “commitment”’ does not involve their 
identity as is sometimes supposed. En- 
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cumbrance may be a requisite prior to 
commitment but it frequently happens 
that, after an encumbrance is registered, 
a subsequent change in circumstances 
makes a commitment unnecessary and, in 
some cases, impossible.) 

10. Expenditures 

Expenditures of the revenue fund are 
all those charges which result in the re- 
duction of the net expendable resources 
of the fund and do not represent a re- 
fund of the revenues. 

(Expenditures are “charges” — not 
necessarily “‘pzyments”. “Expenses” are 
charges against operating only. ‘‘Dis- 
bursements” include payments of all de- 
scriptions. For example: charges for de- 
preciation of assets or the writing off of 
bad debts may be classified as “expendi- 
tures” or “expenses” but would not in- 
volve disbursements of cash.) 

11. Expenditure procedure 
(General outline) 

Appropriation 

Issuance of requisition for commit- 
ment. 

Certification of requisition (as to avail- 
ability of funds) 

Entry, as encumbrance, in proper reg- 
ister. 

Placement of order or contract. 

Checking of goods or services received. 

Preparation of voucher. 

Audit of voucher. 

Entry in voucher register and entry to 
denote liquidation of encumbrance. 

Issue of warrant. 

Payment of warrant. 

12. Petty Cash and Other Advances 

Although in general accounting a petty 
cash advance may be regarded as a cur- 
rent asset it becomes necessary, in bud- 
getary accounting, to treat the advance as 
a commitment as it is no longer a part 
of the unappropriated surplus. The sup- 
plementary accounting entry may be dem- 
onstrated by the following hypothetical 
journal entry:— 


Dr. Unappropriated Surplus 
Cr. Reserve for Petty Cash 
Advances 

Working Capital advances require the 
same treatment. In addition to charging 
the working capital advance account and 
crediting the cash account, a similar 
amount would be credited to “reserve for 
working capital advances” and charged 
to unappropriated surplus. 

As long as the working capital ad- 
vance is outstanding, additional entries 
will appear on the balance sheet of the 
revenue fund: “Advances to Other Funds 
—Working Capital” will be listed with 
the resources and “Reserve for Working 
Capital” will appear on the opposite side. 
13. Cash 

“Cash in the treasury” could mean 
actual cash or “‘‘cash less warrants out- 
standing” depending upon the method of 
accounting for warrants issued. It might 
be deposited “in banks in Canada, Lon- 
don and New York” and it could also 
include “cash balances in the hands of 
the fiscal agents of the Government”. 

“Unapplied Cash” or “Available 
Cash” would represent the free balance 
of the cash—the actual cash in the treas- 
ury less the amount represented by au- 
dited vouchers not yet paid. 

14. Warrants and Cheques 

Drafts upon the treasury are in various 
forms. Sometimes a warrant is payable 
on demand, as in the case of a cheque. 
When it is payable from specified rev- 
enues, as received, it may be presented 
for registration in order to decide its 
priority in the matter of payment. 

Where a voucher-warrant is used, the 
register of audited vouchers automatically 
becomes a register of warrants issued. 

In the financial operations of the Do- 
minion Government a warrant is some- 
times issued in the form of a draft upoa 
the Comptroller of the Treasury. These 
are redeemed by the chartered banks but 
the order does not give the bank author- 
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ity to debit the Receiver General of 
Canada. The bank will present the war- 
rants at the office of the Comptroller who 
will issue an order on the Receiver Gen- 
eral. This instrument may be referred to 
as a cheque, although according to the 
Bills of Exchange Act, a “cheque” must 
be drawn on a bank. 

(The Receiver General is not a bank 
—he is a person. His full title is “The 
Minister of Finance and Receiver Gen- 
eral’’.) 

15. Capital Expenditures and 
Segregation of Fixed Items 

Fixed items accumulating through ex- 
penditures made from revenue fund 
propriations are not expendable and are 
therefore no part of the expendable sur- 
plus of the fund. The ultimate effect 
of such expenditures, as far as the rev- 
enue fund general ledger accounts are 
concerned, is a debit to expenditures and 
a credit to cash. 

To maintain a permanent record of 
capital expenditures, a simultaneous entry 
should be made in the fixed items sec- 
tion of the accounts:— 

Dr. Fixed Assets 
Cr. Excess of Fixed Assets 
over Liabilities 

The “fixed items’ general ledger is no 
part of the revenue fund accounting sys- 
tem although it takes care of the records 
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of capital expenditures from the revenue 
fund and other funds as well as of cer- 
tain long term liabilities. 

Lands, Buildings, Machinery, etc., pur- 
chased through special funds do not 
concern the revenue fund accounts but, 
as pointed out elsewhere, the liability for 
bonds payable in connection with an op- 
erating deficit may be carried in the ac- 
counts of the fund in which the deficit 
originated. 

16. Hypothetical Journal Entry 

As the term suggests, a hypothetical 
entry does not represent the record as 
it would necessarily appear in practice. 
It merely designates which general ledger 
accounts are concerned as a direct result 
of the transaction under review and how 
these accounts are affected. 


17. Act and Ordinance 

Each conveys and records the express 
decision of a legislative body: the latter 
is generally used to indicate a law or 
regulation enacted by a local or district 
governmental body. 


18. Financial Statements of the 
Revenue Fund 
In order to clarify the explanation of 
the accounting records, an outline of the 
revenue and expenditure statements and 
of the balance sheet is set out hereunder 
in very much abbreviated form. 


(Outline for Purpose of Demonstration, Only) 
STATEMENT OF REVENUE 


Item Budget 


Taxes 
Licenses 
Rents 
Service Fees 
Interest 
Etcetera 
Total 


Actual Excess 


Pudget over 
Actua 


Actual over 
Budget 
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STATEMENT OF APPROPRIATIONS 


Department Appropriation Expenditure Unexpended  Encum- 
Balance brances 
Education 
Public Works 
Police 
Health 
Finance 
Etcetera 
Total 
UNAPPROPRIATED SURPLUS 
Balance—January Ist 
Additions: 
Excess of Revenue over Expenditure (if any) :— 
Revenue 
Expenditure 
Surplus Receipts 
Decrease in Reserves (if any) 


Deductions: 
Excess of Expenditures over Revenue {if any) :— 


Expenditures 

Revenue 

Refunds (applicable to prev. years) 
Increase in Reserves (if any) 


Balance—December 31st 


BALANCE SHEET — REVENUE FUND 


Resources Obligations 
Accounts Payable 
Taxes Receivable Temporary Loans Payable 
Less Reserve x Due to Stores Fund 
Due from other funds x Reserve for Encumbrances 
Etcetera x Unappropriated Surplus 
x 


(In cases where a deficit has been funded and the accounting system 
calls for a record of this on the revenue fund balance sheet, the 
following items would be appended): 

Funded Deficit Revenue Bonds Payable 









The Approach to Tax Problems 


By George Moller, D. Jur. C.A. 








An examination of the available 
sources of reference in income tax matters 
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Proof of this peculiarity of tax law 
can be found in the fact that most de- 
cisions by the Courts adverse to the 
Revenue are followed in Canada by a 
change in the statute at the next budget 
or by an order in council bringing the 
particular transaction unequivocally with- 
in the statute, for example, payments 
made by an employer to an employee 
or former employee upon or after re- 
tirement in respect of loss of office or 
employment, enacted by sec. 8(2) of 
1946 (Dom.), c. 55 following the de- 
cision in Salter v. Minister of National 
Revenue; order in council P.C. 2771 of 
June 1948 vitiating the right of a subse- 
quent purchaser to deplete timber limits 
at more than the cost to a predecessor 
with whom he did not deal at arms’ 
length following McCool Lid. v. M.N.R. 


The main difficulty for accountants 
in matters of taxation is, in Mr. Grune- 
berg’s opinion, their unwillingness to ac- 
cept deviations from acknowledged prin- 
ciples of accounting. Although his views 
are based on the United States law and 
conditions, his conclusions are in the 
main applicable to Canada. Stikeman 
in his lecture on Income Tax? states for 
instance that under the Income War Tax 
Act “income . . . not only embraces that 
what is commonly understood to be its 
general meaning but is extended by the 
statute to include certain terms which 
would not ordinarily be conceived of as 
being subject to tax.” Consequently, the 
accountant has to relinquish his “in- 
come” concept based on the accounting 
rules of profit determination and has to 
accept the definition of the statute for 
taxation purposes. 

Accountant and Lawyer 

The interpretation of statutes is the 
natural domain of the legal profession. 
The application of statutes, especially of 





2Special Lectures on Taxation, 1944 (De 
Boo Limited, Toronto.) 


taxation law, is everybody's job in daily 
business routine. Since tax considerations 
affect a great and still increasing number 
of business transactions and decisions, 
the accountant who has to deal with the 
effects of taxation on the operations of 
business, must gain a thorough know- 
ledge of the taxation system and its 
workings. He should be able to answer 
off-hand routine questions about taxation 
and know where to find answers to ques- 
tions beyond the daily routine in the 
statute, the commentaries and other 
sources. He must also know when to 
seek legal opinion on any particular 
problem where the interpretation of law, 
or technical legal terms are involved. 
As a simple example I quote the recent 
decision in Might v. M.N.R. where 
counsel convinced the Court that the 
word “employed” meant simply “oc- 
cupied or engaged” and _ therefore 
covers a doctor in private practice. 


To draw such deductions and con- 
clusions from a given statute is, in my 
opinion, clearly beyond the regular scope 
of an accountant. But once the matter 
has been decided by the Courts, the 
accountant should know of it, or at 
least know where to find the information, 
so that he can apply it to a similar 
situation which he may encounter in his 
practice. 

A small dose of prevention is always 
preferable to the best cure; it will be 
advisable, therefore, to obtain legal opin- 
ion in regard to the liability to tax 
on proposed transactions of an unusual 
character. It is not advocated that stu- 
dents-in-accounts become lawyers, but it 
is essential that the accountant obtain 
sufficient knowlege of the tax law and 
its application that he may evaluate legal 
opinion received in any particular case, 
cr find applicable decisions when need- 
ed, or ask counsel questions to the 
point. These he cannot do if he him- 





self, like his client, is unaware of the 
problems involved. 


Sources of Information 


In my quest for a Canadian textbook 
dealing with basic principles of taxation 
rather than with their practical appli- 
cation I found nothing better than the 
volume of Special Lectures of the Law 
Society of Upper Canada on Taxation, 
1944, (which should be brought up to 
date and made required reading for 
every student-in-accounts, although or- 
iginally written for lawyers). This vol- 
ume contains a lecture by Molyneux L. 
Gordon, K.C., “How to study Income 
Tax Law,” in the course of which Mr. 
Gordon points out that the preparation 
of income tax returns should be left to 
the trained accountant. A tax appeal, 
on the other hand, should, in my opin- 
ion, be left to the lawyer, but the latter 
will be in an advantageous position if 
he is instructed by a trained accountant 
who knows not only the facts and figures 
but also has an understanding of the 
legal questions on which the case hinges. 

In central Europe before the last war 
taxation was almost the exclusive pre- 
rogative of the legal profession, but 
lawyers there received no systematic in- 
struction in accounting. The results 
were often disastrous. The same can 
happen here if accountants dealing with 
tax matters do not receive systematic 
instruction in the principles of tax law. 

Gilmour's Handbook*, the only read- 
ing hitherto required in the course of 
studies by Queen’s University, is an 
excellent practical source of information 
but not designed as a textbook on taxa- 
tion for students. There is therefore a 
distinct need which should be filled 


preferably by a lecture course on taxa- 
tion, which could ultimately produce 


8Income Tax Handbook 1947, by A. W. Gil- 
mour, B.Com., C.A., (Dominion Association of 
Chartered Accountants, Toronto.) 
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a textbook on taxation for extramural 
students-in-accounts. 


Curt Gruneberg in his article already 
quoted suggested as remedies for the 
difficulties in understanding tax prob- 
lems: 

(1) Improved legislation; 

(2) Education of tax practitioners 
through courses in taxation held 
by teachers with a background 
both in accountancy and in law 
and, of necessity, some practical 
experience; 

(3) Higher examination standards in 
taxation; 

(4) A tax manual described as “Prin- 
ciples of Taxation’ containing a 
clear analysis of the tax system. 

In Canada the Income Tax Act, passed 
in 1948, is a step in the direction of 
his first suggestion and the amended 
examination paper Accounting III 
should perhaps satisfy his third postu- 
late. This still leaves us without sys- 
tematic education and without a text- 
book on principles of taxation. At the 
present time, therefore, accountants and 
students-in-accounts will have to use the 
tools which are available for the under- 
standing and interpretation of tax law in 
Canada. In the following I shall refer 
to income tax only, although the large 
field of succession duties and excise taxes 
is not of minor importance for the pub- 
lic accountant. 


Available Sources 

The professional accountant is usually 
familiar with the two systematic com- 
mentaries on Canadian income tax: De 
Boo’s Dominion of Canada Taxation 
Service and CCH Canadian Tax Reporter. 
In addition to these commentaries which 
are kept up-to-date there is Gilmour's 
Income Tax Handbook which has been 
issued annually by the Dominion Associa- 
tion of Chartered Accountants, and for 
the daily problems the popular hand- 
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books by McMichael (“Your Income 
Tax”) and Lancelot Smith (“How to 
Prepare Your Income Tax’). There 
are also the CCH Canadian Master Tax 
Guide and DeBoo’s Canada Tax Manual 
(Stikeman and Gilmour) which will 
shed light on some questions, and give 
references to the section or page of the 
publisher's Tax Service where more de- 
tailed information on the question may 
be found. Departmental rulings and 
directives are of course promptly consid- 
ered by these services. 

If the sources of information men- 
tioned do not yield any definite answer 
to any particular question the problem 
may be submitted in writing to the De- 
partment through the local office for a 
decision. There is no necessity of dis- 


closing the name of the client on whose 
behalf the enquiry is made, but a gen- 
eral enquiry has the disadvantage of pro- 
ducing only a general reply, not binding 
upon the Department, since withholding 


the client’s name prevents the Depart- 
ment from considering all the under- 
lying facts. 

It would appear that these means 
should supply enough, if not too much, 
material for solving tax problems, but 
such a conclusion would be incorrect. 
Any accountant who in solving a tax 
problem bases his reply exclusively on 
any one source runs a considerable risk 
of overlooking important points. 

When a problem comes before the 
accountant it is first necessary to deter- 
mine what are the focal points. On oc- 
casion he will find it difficult to formu- 
late the right question to be answered, 
and a wrong formulation of the question 
often leads to a wrong or inapplicable 
decision. 

The Use of Services 


The use of taxation services and 
especially the arrangements of indices, 
so far as I can learn, is not taught any- 


where. Nevertheless it is important 
that the person seeking information 
know first where to find the index and 
then, where there is more than one in 
dex, which index should be used. After 
locating the right index one must know 
which keyword will most likely lead to 
the material needed for the particular 
problem. Thus, in using the CCH Ser- 
vice, it is necessary to know that New 
Matters are arranged in a separate sec- 
tion, and unless this section is consulted 
the enquirer may overlook important ma- 
terial arising from recent legislation or 
decided cases pertaining to the subject. 
It will not be a waste of time to study 
very carefully the instructions provided 
for making use of the service. Indices 
are usually not perfect. It is almost a 
daily occurrence to look for a certain 
subject under the seemingly appropriate 
keyword and to find that keyword 
not listed. It then becomes the enquirer’s 
task to find the keywords actually listed. 
But it often happens that none of the 
keywords you can think of is listed. In 
such case, it usually pays to run over the 
arrangement of the specific Act you are 
concerned with and to find the provisioa 
which deals with the subject. Then go 
to the commentary and likely you will 
now find what you were looking for, or 
at least some hint which will lead you to 
additional material or other sections deal- 
ing with the same matter. Such a hint 
may be the heading of the section, sub- 
section or chapter of the Act or some 
marginal title (tab) which you will find 
in the compilation. 

To illustrate these points I describe 
three recent cases: 


1. Alterations 


The problem put before the ao 
countant was how a landlord who was 
going to make extensive alterations, re- 
pairs and replacements on objects which 
he intended to lease to a tenant for ea 
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3-year period, should deal with these ex- 
penditures having the tax consequences 
in mind. The enquiry pointed out that 
the alterations would be of such a char- 
acter that they would not only benefit 
the new tenant but retain their value for 
other tenants after the 3-year lease peri- 
od would be completed. 


Taking the CCH Service first no key 
word “Alterations” is to be found in 
the topical index. The keyword “Re- 
pairs” under the Income War Tax Act 
has the sub-headings “deferred, deduct- 
ible” which does not seem applicable, 
and in the next line “factors in deducti- 
bility 10-638 fr’. Turning to this para- 
gtaph we find it to be an editorial com- 
ment on the deductibility of repairs and 
replacements for tax purposes, just what 
is wanted to answer the enquiry. The tab 
also shows that the subject to which the 
editorial comment pertains is “Deduc- 
tions — Net Income”. At the end of the 
editorial comment there is a further re- 
mark, “See 10-659 for a discussion of 
the distinction between current expendi- 
tures and capital outlay,” which leads the 
reader to sec. 6(b) of the Income War 
Tax Act with editorial comment on the 
distinction between capital outlays and 
current expenditures. 


Turning next to De Boo’s Taxation 
Service we try the same words in the 
index. “Alteration” does not appear 
here either. Under “Repairs, deductions 
5-1201” and “Replacement costs, allow- 
ed as deductions, 90-1" we expect for a 
moment to have found our topics. When 
looking up those pages in the service 
we discover to our disappointment that 
they do not cover our enquiry; we could 
have anticipated this disappointment as 
De Boo’s Service is arranged according 
to sections of the Income War Tax Act 
and we should have known that sec. 5 
(v) and sec. 90 would not deal with our 
topic. 


We consider then that repairs may 
well come under “disbursements wholly, 
exclusively and necessarily laid out for 
the purpose of earning the income’ and 
therefore would be dealt with under sec. 
6 (1) (a) of the Income War Tax Act; 
there we find some illustrations and 
among them “repairs” on page 6-19. 

Consulting finally De Boo’s Canada 
Tax Manual under the tab “Deductions” 
we find in the Table of Contents pre- 
ceding this part of the Manual under the 
heading “Deductions Allowed Under 
General Principles of Law and Depart- 
mental Practice’, a section on “‘Altera- 
tions to Buildings or Equipment” page 
321, which deals concisely with our 
problem, giving two illustrations. 


Answer to Problem 


Having studied these sources of in- 
formation the following conclusion was 
arrived at: 

It will be necessary to review the 
outlay on repairs, alterations and re- 
placements, ascertaining which of them 
have to be qualified as capital expendi- 
tures not deductible for income tax 
purposes. Based on the aforemention- 
ed paragraphs from De Boo’s Do- 
minion Taxation Service, De Boo’s 
Canada Tax Manual and CCH’s 
Canadian Taxation Service and 
especially the factors usually con- 
sidered by the Department in deciding 
whether a particular expenditure for 
repairs or alterations should be allow- 
ed as a deduction, the opinions can 
be summarized as follows: Where 
under conservative accounting pro- 
cedure it would be obvious that an 
expense for alteration or replacement 
constitutes an addition to the value of 
the property, this should be properly 
recorded in the accounts and also 
treated taxwise as a capital expendi- 
ture. In cases where such treatment 
does not seem advisable, the taxpayer 
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and/or his accountant should be pre- 
pared to defend the treatment as an 
operating expense, having the afore- 
mentioned factors in mind. 

As commercial tenants who make 
extensive alterations, repairs or re- 
placements on leased premises rarely 
have any difficulty in convincing the 
Department that these expenses are 
laid out “wholly, exclusively and 
necessarily for the purpose of earning 
the income”, they are allowed to write 
such expenses off over the length of 
the lease, if not in the first year when 
made. For this reason leases should 
preferably provide that the ‘tenant 
make necessary repairs, alterations 
and even replacements on his own 
account. In this case the landlord is 
not concerned with these expendi- 
tures, and the question whether sub- 
sequent tenants will benefit by the 
work done does not enter the pic- 
ture. 

The new Income Tax Act applicable 
to 1949 and following taxation years, 
does not touch directly this problem. 
Sections 6(j), 12(2) and (3), 14(1) 
of the Income Tax Act should be 
considered when arranging a new 
lease. 


2. Management Fees 
The next que ‘ion to be answer- 
ed was the tax situation concerning man- 
agement fees paid by a Canadian wholly- 
owned subsidiary to its parent company 
resident in the United States. 
Although Management fees are men- 
tioned in sec. 6 (1) (i), the topic 
‘Management fees’’ appears in the in- 
dices only in connection with the Can- 
ada-U.S. Reciprocal Tax Convention, 
which in Art. II states that for the pur- 
poses of this Convention, the term “in- 
dustrial and commercial profits” shall 
not include income in the form of man- 
agement charges — (CCH 10-094). 


Section 9B(2)(f) seems to subject 
management fees which fall under the 
term “other fixed or determinable annual 
or periodical gains, profits and income” 
to the 15% special tax on non-residents, 
“provided that such non-resident is a 
resident of a country which imposes a 
tax of similar nature in respect of sim- 
ilar kinds of income derived from sources 
within such country and payable to non- 
residents of such country.” 


The question is, therefore, whether the 
United States subjects management fees 
paid to non-residents (particularly Can- 
adians) to tax. 

De Boo’s Dominion of Canada Taxa- 
tion Service states on page 9-801: 


“This section is similar to section 
211(1) of the United States Internal 
Revenue Code, and is intended to im- 
pose a similar tax on payments arising 
from sources in Canada. The inter- 
pretation placed on the section in their 
law by the United States authorities 
does affect its application and renders 
the section in the Canadian Act prac- 
tically inoperative. The United States 
apply their section only to payments 
made subsequent to the recipient hav- 
ing left that country and when the 
payment is in respect of services pre- 
viously performed there . . . 

“The section only imposes a tax on 
payments made to persons in a coun- 
try imposing a similar tax. As the 
United States has been excluded by 
reason of the interpretation of their 
statute, the section applies only in re- 
spect of payments made to persons in 
Brazil.” 


From this comment and from the prac- 
tice observed it appears that manage- 
ment fees paid to residents of the United 
States are not subjected to the 15% with- 
holding tax under the Income War Tax 
Act. 











The New Act 


However changes in the law contain- 
ed in the Income Tax Act, which will be 
applicable to payments made in 1949 
and following years must be considered. 
Section 96(1)(f) of the new Act deals 
with management fees. This section sub- 
jects payments or credits for “manage- 
ment, technical, professional or other 
services, information or advice’, ‘“‘know- 
how", “‘sales rights’, etc. to an income 
tax of 15% payable by every non-resident 
person on every amount that a person 
resident in Canada pays or credits or is 
deemed to pay or credit to the non-resi- 
dent on account or in lieu of payment of, 
or in satisfaction of certain listed liabili- 
ties. In the new Act there is no restric- 
tion of the 15% tax to recipients resi- 
dent in countries which impose a similar 
tax on similar payments made to non- 
residents. It would appear, therefore, 
that starting with the 1949 taxation peri- 
od management fees will be subject to 
a 15% tax, including those paid to resi- 
dents of the United States. This is in 
accordance with Article II(2) of the 
Income Tax Convention between the 
United States and Canada. 


It may be advisable to mention that 
the Dominion Association of Chartered 
Accountants strongly recommended an 
amendment of this section * and although 
this recommendation had not been ac- 
cepted when the Bill became law, there 
is still a possibility that a change may be 
made in the Act when the 1949 Budget 
comes before the House, as the Minister 
of Finance promised that changes in 
policy may be discussed at that time. 


3. Tax on Winding-up etc. 


The last illustration is a question 
on the tax consequences of an amalgama- 
tion of two companies both of which 


4May 1948 issue of The Canadian Chartered 
Accountant, p. 304. 





Approach to Tax Problems 25 





have substantial surpluses. First let us 
ascertain the situation as it existed under 
the Income War Tax Act. 


Searching in the indices for “amalga- 
mation” will not produce any positive 
results since for tax purposes amalgama- 
tion means the winding-up of at least 
one company. Once that is clear, the 
applicable section in the Income War 
Tax Act is easily located. It is sec. 19. 
Subsection (2) of this section provides 
that corporation tax be paid if through 
sale or winding-up the dividend deemed 
to be paid thereby is paid to a corpora- 
tion, notwithstanding the exemption pro- 
vided by sec. 4(n) of the Act. This 
could be a serious obstacle to the planned 
amalgamation, as it would involve the 
payment of 30% on the amount of un- 
distributed income that the company has 
on hand. 


It is regrettable that the CCH anno- 
tated edition of the Income Tax Act does 
not contain a cross index to the Income 
War Tax Act. We have therefore to 
find our way by using the cross index 
to Bill 454 compiled by the Canadian 
Tax Foundation and ascertain that sec. 
9 of the Income Tax Act is the applic- 
able provision. 


Studying the text of the new section it 
becomes clear that the provisions re- 
specting dividends deemed to have been 
received on winding-up, etc. have been 
retained in the new Act. But there is 
no section corresponding to sec. 19(2) 
of the old Act, which establishes that no 
similar restriction has been put into the 
new Act. This results in the conclu- 
sion that the “deemed dividend” is a 
dividend irrespective of the nature of 
the shareholder recipient, i.e. section 
27(1) of the new Act which allows a 
corporation in Canada to deduct from 
income dividends received from other 
corporations in Canada applies also to 
the constructive dividend on winding-up. 
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If the deemed dividend belongs to a non- 
resident shareholder it is, of course, still 
taxable at 15% under sec. 96(1) (a). 


In this connection sec. 16 of the new 
Act, which makes “indirect payments” 
liable to taxation although not deemed 
to be dividends should perhaps also be 
considered. Such payments would there- 
fore not enjoy the exemption granted by 
sec. 27(1) to a corporation as recipient. 
CCH comments on sec. 16(2) as fol- 
lows: “The principle of this provision 
is not apparent from the wording and no 
guidance is available at this stage on how 
it will be administered”. Nevertheless 
it may be assumed that the specific pro- 
vision of sec. 9(1) on winding-up over- 
rides the more general provision of sec. 
16(2). 

To complete the review it is necessary 
to mention sec. 17(4) of the new Act 
which in effect continues sec. 32B of 
the old Act, without ministerial discre- 
tion. With regard to the above remarks 
on sec. 9(1) it will be advisable to de- 
clare a dividend from the company to be 
wound up to the full extent of its un- 
distributed income on hand on amalga- 
mation in order to make sure that this 
undistributed income will be tax-free in 
the hands of the recipient company. 


Conclusion 

These rather lengthy illustrations will 
fulfil their purpose if they impress on the 
student-in-accounts that in practice the 
best handbook or service is no substitute 
for logical thinking, basic knowledge of 
the subject and the ability to form and 
express his own opinion on any particu- 
lar question. In addition the illustra- 
tions may serve as an incentive to more 
systematic use of the available services 
and handbooks and to familiarization 
with their unavoidable intricacies. 

The new Income Tax Act will con- 
front the profession with many prob- 
lems, as there will often be no precedent 
for many provisions which are either 
new or newly phrased. It will be years 
before decisions on particular matters 
will become available and even depart- 
mental rulings and regulations will often 
follow actual cases and enquiries. To- 
day already there are doubts about the 
meaning and import of some new sec- 
tions in the Act which have undergone 
some material change (as e.g. sec. 18 
by the insertion of one word, “mov- 
able”) in. the process of enacting the 
Income Tax Act. 

This situation will illustrate clearly the 
desirability of a good knowledge of the 
basic principles of income tax law and 
a workable approach to taxation ques- 
tions. 















Accounting Income 
vs 
Economic Income 


Because it offsets historical costs 








By C. Oliver Wellington, C. P. A. 


against current revenues accounting 


eo is determined by matching 
current costs against current rev- 
enues. In most cases there is no diff- 
culty in determining revenues and little, 
if any, difference between the economic 
concept of such revenues and the ac- 
counting concept. However, when we 
consider the costs to be matched with 
these revenues actual or potential dif- 
ferences arise. 


Economic Income Overstated 


Most companies have been and are 
overstating their net economic income, by 
making insufficient charges for deprecia- 
tion, even though they have correctly 
stated their accounting net income in ac- 
cordance with generally accepted account- 
ing principles. 

Why is it not sound to recognize the 
current economic situation in the ac- 
counting and measure plant and equip- 
ment with the same depreciated dollars 
with which we measure materials, sup- 
plies, expenses, wages and salaries? 

Much interesting material bearing on 
this subject has been published in recent 
months, but most of the references have 
been to the financial statements of the 
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income diverges markedly from economic income 


large corporations. Actually the prob- 
lems we are considering may be even 
more important to the smaller businesses, 
the owners of which may be fooling 
themselves as to their real income, and 
which will have greater difficulty in find- 
ing the increased capital needed to stay; 
in business with the higher price levels.) ’ 

Net income determined in accordance 
with generally accepted accounting prin- 
ciples has never agreed with the true 
economic income, but differences in the 
past have been so great as to disturb the 
business. public only in times of ab- 
normal changes in prices. The revalua- 
tions of plants upward in the 1920's and 
downward in the 1930's were attempts to 
bring the accounting statements closer to 
economic conditions at the time, and 
recognition that accounting based on his- 
toric costs was not realistic. 


Further Price Rise Likely 


Many people have put off making any 
adjustments in their accounting since the 
recent war because of the drop in price 
levels that followed the rise after the 
first World War. However, conditions 
now differ in several important respects. 
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After the first World War our country 
was on a gold-coin monetary standard; 
government controls were eliminated 
and prices were allowed to find their true 
economic levels. In contrast the gold 
standard was repudiated in 1933, an 
enormous quantity of dollars has been 
produced by the printing press and pass- 
ed into circulation, and the government 
is still attempting to control important 
segments of our economy. Accordingly, 
it seems unlikely that there can be any 
substantial drop in general price levels, 
measured in dollars, and a further rise is 
more likely than a decline from present 
levels. 


Some businessmen, finding that items 
of plant and equipment costing $10,000 
in 1939 now cost from $15,000 to $30,- 
000, have attempted to adjust their ac- 
counts and financial statements to meet 
these conditions. However, these at- 
tempts have been so different in char- 
acter and so apparently based on expedi- 
ency rather than any sound plan that the 
Institute Committee on Accounting Pro- 
cedure issued in September, 1947, a 
statement to members which has been re- 
peated as Bulletin 33. 


Equivocal Financial Statements 


While the issuance of this statement, 
coupled with Bulletin 28 regarding gen- 
eral purpose contingency reserves, un- 
doubtedly discouraged greater use of un- 
sound deductions on income statements, 
it did not eliminate them. Earle King, 
Chief Accountant of the Securities and 
Exchange Commission, in his address on 
May 10 to the New York Society of Cer- 
tified Public Accountants, called atten- 
tion to a number of reports to stock- 
holders for the year 1947 in which de- 
ductions on the income statement failed 
to conform to the Institute bulletins. In 
some of these cases the independent ac- 
countants gave an unqualified opinion, 
while in others some exception was 








The Canadian Chartered Accountant, January 1949 


Mr. C. Oliver Wellington is 
senior partner of Scovell, Wel- 
lington and Company of New 
York. He is a past president of 
the American Institute of Ac- 
countants and is a member of 
its Committee on Accounting 
Procedure. 





stated. Most of us will agree with the 
last paragraph of Mr. King’s address, 
which I am quoting in full because of 
its importance. 


“It is indeed unfortunate that a 
great number of the income state- 
ments currently being made public are 
so equivocal as to require explanation 
or clarification beyond that contained 
in the statements themselves. Does 
this situation not indicate the necessi- 
ty for the establishment of more de- 
finite and more substantive accounting 
principles governing the determina- 
tion of net income and the prepara- 
tion of income statements, principles 
which truly may be said to be she 
generally accepted accounting prin- 
ciples and from which departure may 
be concurred in by the certifying ac- 
countant only at the risk of impair- 
ment of professional standing?” 


The deficiencies cited by Mr. King can 
be cured by more complete adherence to 
the Institute bulletins and the improve- 
ment of these bulletins by clarification 
and expansion to meet new conditions. 
Some of the confusions and misunder- 
standings regarding 1947 published in- 
come statements would be eliminated if 
Bulletin 28 were amended to require that 
appropriations from, or additions to, net 
income be shown on the surplus state- 
ment. Thus the net income, determined 


in accordance with generally accepted 
accounting principles will be the last 
item on the income statement. 








Responsibility of Accountants 
However, the solution of the greater 
problem of bringing accounting income 
closer to economic income, must be 
found by further study, such as that now 
being carried on by the Institute Com- 
mittee. Bulletin 33 was largely negative. 
We believe that it is the responsibility 
of our profession to develop sound and 
acceptable methods of meeting the prob- 
lem, and we hope to prepare a bulletin 
that will offer constructive suggestions. 


For many years costs of materials en- 
tering into total cost of goods sold were 
determined on the basis of the cost of 
materials first acquired, and, with a ris- 
ing price level for the raw materials, 
there would usually be a rise in selling 
prices, so that the matching of selling 
prices with costs of materials purchased 
at an eaarlier date would increase the 
normal margin of gross profit and the 
net profit. If the quantity of materials 
on hand at the end of the year was the 
same as the quantity on hand at the be- 
ginning of the year the company was in 
no better condition. However, the re- 
sult of such accounting was to carry 
this quantity at the close of the year at 
a higher price and resulting total cost, 
and such increase in total cost above 
the cost of the same quantity at the be- 
ginning of the year was reflected in 
income as determined from the accounts. 


Acceptance of LIFO 


Many years ago some accountants and 
some businessmen questioned whether 
the accounting profit shown from “writ- 
ing up” the same quantity of materials 
from the price of such materials at the 
beginning of the year to an increased 
price at the end of the year presented a 
real profit. Instead of such an account- 
ing plan they proposed that there should 
be a matching of current costs with cur- 
rent revenues, using as costs the cost of 
materials most recently purchased in- 
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stead of the cost of materials purchased 
some months or years before. This plan, 
known as “‘last in, first out’’ or LIFO has 
received greater and greater acceptance 
as a sound method of determining true 
income, and was finally approved for in- 
come tax purposes in 1939. 


While the LIFO method was import- 
ant for certain industries prior to 1939, 
it is even more important today. It seems 
clear that, with the increased supply of 
dollars, it will never be possible to pur- 
chase with a dollar the same quantity of 
goods and services as could be purchased 
prior to 1939. In effect, while there 
has been no real gain through increased 
prices of the same quantity, there has 
been an apparent gain expressed in de- 
preciated dollars. Under accounting 
methods most generally followed, this 
gain year by year and for the years in 
total has been confused with other gains 
from current operations, instead of being 
shown as a capital gain measured in de- 
preciated dollars. 

The current economic cost of materials 
can be shown in the accounting state- 
ments if the LIFO method is followed. 
Increased prices, measured in current 
dollars, are being paid for supplies, ex- 
penses, wages and salaries. The only 
element in cost of goods sold, as shown 
on the income statement, that is not 
stated on a current basis is the charge 
for depreciation. 


Depreciation Based on 

Original Cost is Unfair 
Depreciation of plant and equipment 
is still, in most cases, being based on 
original costs measured in dollars prior 
to inflation. This situation, which is 


obviously unfair to the stockholder in 
relation to the suppliers of materials and 
to those receiving wages and salaries, is 
what we hope to correct. 

Why is it not sound to recognize the 
current economic situation in the ac- 
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counting and measure plant and equip- 
ment with the same depreciated dollars 
with which we measure materials, sup- 
plies, expenses, wages and salaries? 
Measured in this way the current cost 
of much of the plant and equipment 
would be 100% greater than as mea- 
sured in the dollars used to purchase the 
plant and equipment. 


The Department of Commerce has 
estimated that profits of all corporations 
for 1947 were $17,700,000,000 but that 
these included $6,000,000,000 of inven- 
tory profits. No similar adjustment is 
made for depreciation, but if the esti- 
mated depreciation of $4,000,000,000 
included in the overall figures and based 
on historic costs is doubled, the true 
economic income would be only $7,700,- 
000,000. If this total in 1947 dollars 
is restated in terms of 1929 dollars it 
becomes roughly $5,000,000,000 as com- 
pared with actual earnings for the year 
1929 of $8,700,000,000. 


The figures quoted clearly indicate the 
great differences between the accounting 
income as reported and the economic in- 
come. How can we bring them nearer 
together? The use of the LIFO method 
for accounting for materials has already 
been recommended. How can we change 
our accounting for depreciation? 


How to Change 

Depreciation Accounting 

The first and most important point is 
that any change must be made after 
due deliberation and then followed con- 
sistently in good years and bad. Many 
changes made in 1947 appear to have 
been influenced by the large profits 
shown under the accounting methods 
followed. These profits were known to 
be greater than the real economic profits, 
but the deductions made were for 1947 
only and not as part of a policy to be 
followed consistently in subsequent years. 
Some of these deductions were not logic- 
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ally corrections of depreciation account- 
ing, which is an allocation of costs of 
plant and equipment to the products that 
will be made by such plant and equip- 
ment. Even if the amounts could be 
determined by some objective standards, 
which seems doubtful, neither of the two 
methods of charging off immediately a 
substantial part of the cost of new plant, 
or of charging a portion of what may 
be the cost of replacement of plant assets 
at some indefinite time in the future, can 
properly be considered as depreciation 
accounting. 


One logical solution is to recognize 
the changed value of the dollar, deter- 
mine the fair current values of plant 
and equipment in terms of present dol- 
lars, and record such revised values on 
the books of account. This is not a 
“write-up” but is merely a recognition 
of changed conditions and the fact that 
the physical assets of plant and equip- 
ment measured in terms of present dol- 
lars have a current value, and economic- 
ally a current cost, which is substantially 
in excess of the cost of these assets when 
acquired many years before at the then 
value of the dollar. The assets them- 
selves have not changed, but the measur- 
ing stick used in the accounting, namely 
the dollar, has changed, and it is not re- 
alistic to continue to carry the physical 
assets in terms of a dollar that differs 
so much from the current dollar. 


If proper adjustment is made, based 
on current fair values of plant and equip- 
ment, the difference being credited to 
capital surplus as a capital gain not yet 
realized by sale of the assets, then the 
company is on a fair and sound current 
basis measured in terms of current dol- 
lars, and the costs of depreciation of 
plant and equipment will be on the basis 
of current dollars equivalent to the costs 
measured in current dollars of materials, 
expenses, wages and salaries. 
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Book Entries Involved 


Such a change contemplates actual 
entries on the books of account in terms 
of current dollars, a restatement of the 
assets of plant and equipment at fair 
values with a corresponding credit to 
capital surplus. It also contemplates 
that fair values of plant and equipment 
will be amortized or depreciated over 
the remaining useful lives of such plant 
and equipment. This will give a charge 
against current revenues for the use of 
plant and equipment measured in terms 
of the current value of the dollar, and 
will bring the current accounting more 
closely in relation to economic facts as 
measured in dollars at current value. 
Such depreciation of plant and equip- 
ment, plus materials, wages, salaries and 
expenses at current costs, will give an 
accounting total cost of goods sold which 
conforms most closely to the current 
economic cost of goods sold. 


To carry out this plan requires a for- 
mal action by the company to record 
current fair values on its books, which 
will be shown on its financial statements, 
not only in the balance sheet but in the 
income statement through fair deprecia- 
tion on such current values, and such a 
plan must of course be followed con- 
sistently in subsequent years. 


This plan of recording current fair 
values of plant and equipment will also 
provide a sound basis for future depre- 
ciation of assets that have been fully de- 
preciated in the accounting, but are still 


in use. There can be a fair matching 
of current revenues with current costs 
only if a fair charge is included in such 
costs for depreciation of assets used 
in producing the revenues. The inclu- 
sion of fair depreciation based on the 
current cost of all assets used will make 
the accounting income more closely ap- 
proximate the true economic income. 


The determination of fair current 


values of plant and equipment may be 
made either by an appraisal of the physi- 
cal assets or by a restatement of recorded 
costs. What we are attempting to do 
is to record the assets now in use at 
their current use value, primarily to give 
effect to the depreciation in the value of 
the dollar. The restatement of recorded 
costs can be made by analysis by years 
of acquisition of the historic costs of 
plant assets now in use and then apply- 
ing to the totals of each year a suitable 
price index to restate such totals on a 
current basis. 


Should Change-over 
Await Stabilization of Economy 


Lack of stability in current prices has 
been set forth as an argument by those 
who shrink from any change. They sug- 
gest that we wait for stability before 
doing anything, and, if we act now, that 
another adjustment will have to be made 
later. The discrepancy between account- 
ing income and economic income is now 
so glaring that, if accounting is to con- 
tinue to be a useful tool to business, and 
to society, it should already have been 
changed in many cases. If, after a 
change is made, there are important 
movements, either up or down, in gen- 
eral price levels measured in dollars then 
plant and equipment values should be 
brought into agreement with the new 
levels. It is not expected that adjust- 
ments will be required more often than 
each ten years, but the important con- 
sideration is to keep the accounting re- 
cords reasonably close to the price levels. 


A modification of the foregoing plan 
has been suggested whereby a new price 
index would be applied each year. If 
such a plan is followed consistently, it 
does not differ fundamentally from re- 
statements each ten years,. and choice 
between the two plans would depend 
upon the relative amounts of engineering 
and clerical work involved. 
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Supplementary 
Statements of Reconciliation 

An entirely different method of meet- 
ing the problem has been advanced from 
several quarters. This method is to 
continue to carry the accounting records 
for plant and equipment based on his- 
toric costs, measured by the dollars actu- 
ally spent, and to prepare supplement- 
ary statements to reconcile accounting 
income with economic income. The 
usual accounting statements would be 
submitted, based on historic costs and 
assuming that all dollars are equal, and 
attention would be called to the supple- 
mentary statements so that security hold- 
ers and others interested might not be 
misled. 


If such supplementary statements are 
to receive acceptance as careful attempts 
to measure and report economic income 
they must be based on objective stand- 
ards that are stated and understood and 
that can be tested as to their substantial 
accuracy. They must also be followed 
consistently from year to year. Much 
of the criticism of the special deductions 
from income made in 1947 was based 
upon the arbitrary and _ unscientific 
methods by which the amounts were 
determined. The reader of the financial 
statements was left with the impression 
that many of the amounts bore a close 
relation to the profits shown, and that 
different amounts would have been used 
if there had been larger or smaller prof- 
fits. Acceptable supplementary statements 
will call for the same careful studies and 
calculations as are needed for the re- 
statement on the books of plant assets 
and depreciation on the basis of current 
dollars, as already outlined. 


Some suggestions for use of supple- 
mentary statements cover corrections of 
both the balance sheet and the income 
statement while others propose to cor- 
rect merely the income. While the lat- 


ter is more important, as the purpose of 
the correction is a more accurate state- 
ment of the true income, we should not 
overlook the relation between true in- 
come and true invested capital, even 
though the revised income statement does 
show the true relation of net income to 
sales. 


While supplementary statements with 
clear explanations can meet the require- 
ments of a single company and those 
interested in its financial statements, they 
do not meet the much more important 
problem of combined figures for all busi- 
ness or totals for each industry. These 
totals must be prepared from financial 
statements as reported by thousands of 
companies and the figures as reported are 
used in making up the summaries. 


Government Estimates of 
Depreciation at Current Costs 


Attention has already been called to 
the attempt by the Department of Com- 
merce to estimate the amounts included 
in the reported profits that were not true 
profits but merely increases in inventory 
prices. They should be encouraged to 
make similar estimates of depreciation 
based on plant assets in use, even if 
fully amortized or depreciated on the 
books, at costs based on current dollars. 
Parenthetically, such costs and deprecia- 
tion calculated thereon would be more 
when the value of the dollar was twice 
nearly “actual” at the present time than 
historic costs of ten or twenty years ago 
its present value. 


Total income, with adjustments for 
inventory appreciation and for deprecia- 
tion on a current basis, when compared 
with invested capital similarly adjusted, 
and with sales, will give a true picture of 
business in this country. Such a true 
picture, given the widest possible pub- 
licity, is necessary to counteract the many 
false impressions that the public has re- 
ceived. For example, President Truman 
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in his address to the Congress referred 
to current profits as “record-breaking” 
and made comparisons between 1947 
and 1929. Actually, based on the De- 
partment of Commerce figures and the 
further adjustment of depreciation as 
already discussed, the true net income 
for 1947 is less than that of 1929, even 
if measured in the dollars of each of 
these years, and very much less if 1947 
income is restated in terms of 1929 
dollars. 


However, we should not be dependent 
upon the Department of Commerce to 
make adjustments in our financial state- 
ments in order to show the true net 
income. Our profession should be able 
to bring business accounting more nearly 
into agreement with current facts. These 
facts, especially the depreciation of the 
dollar, are well understood by most 
businessmen, and the many special 
charges to income made in 1947 indicate 
the businessmen’s attempts to make their 
accounting and financial statements come 
closer to the known facts. 

Why Wait? 

Various reasons, or excuses, have been 
given for making no changes in our ac- 
counting at this time. It is claimed 
that, if some companies change, their 
statements will not be comparable with 
those that do not change. Also, that 


income taxes are based on historic costs 
and no deduction will be allowed for 


| the additional charges made to restate 
' income on a current basis. The obvious 


answer is “why wait?” The income tax 
law should be amended to allow a more 
reasonable deduction for current depre- 


ciation, as part of our present tax is 


actually a levy on capital. All companies 
should restate their plant accounts in 
terms of current dollars. But if no com- 
pany is to be allowed to change until all 
companies change, this means a definite 
stop to all progress and improvement. 


Some companies and accountants de- 
veloped and used LIFO many years be- 
fore it was generally adopted, and many 
years before it was approved for income 
tax purposes. The improvement in ac- 
counting came first; it was found by ex- 
perience to be an improvement; it was 
adopted by more and more companies, 
and finally Congress, over the protests 
of the Treasury, amended the law to 
give approval to the method that had 
demonstrated its usefulness. 


There is an immense inertia to be 
overcome in upsetting or modifying ac- 
counting conventions and, if we wait for 
general acceptance of any new plan, it 
will never be adopted. On the contrary, 
progress will be made by an evolution 
similar to that of LIFO by which the 
more progressive and intelligent busi- 
ness executives and accountants will de- 
velop ways and means of modifying 
accounting conventions to meet the 
economic and business facts. As such 
new plans are used and more generally 
understood, if they are sound and their 
soundness can be demonstrated in actu- 
al practice, they will become more gener- 


ally accepted. 


Accounting Must 
Conform to Sound Economics 

Some of the confusion in thinking 
and writing on this subject stems from 
the fact that there have been many 
attempts to deal with symptoms rather 
than causes and to resolve questions from 
the standpoint of expediency rather than 
sound economics. While generally ac- 
cepted accounting practice cannot be 
based on expediency, methods of ac- 
counting must be developed that will 
conform with sound economics. People 
who apply thought and common sense 
to business problems realize what has 
happened and what is happening and 
will lose confidence in accounting and 
in financial statements unless such 
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accounting and financial statements give 
a reasonable approximation to known 
facts. 


Accountants have relied on conven- 
tions to support their methods of account- 
ing for assets, liabilities, income and 
expenses and such conventions are sound 
and valuable only insofar as they pro- 
duce data that are useful in the light of 
current conditions. When there has 
been a great change in conditions, we 
must re-examine the accounting conven- 
tions and determine the extent to which 
they must be modified or discarded, if 
accounting and financial statements are 
to be useful tools for business manage- 
ment and society. 


One of the strongly held accounting 
conventions has been the use of cost as 
contrasted with value. Such a conven- 
tion had demonstrated usefulness when 


the dollar, measured by commodities or 
services that the dollar would buy, was 
relatively stable in value and where, 
therefore, accounting and financial state- 
ments expressed in dollars meant sub- 
stantially the same thing year after year. 


Action Needed 

The fundamental change in the value 
of the dollar, as. compared with 1939 
and prior years, is now clear to everyone 
and some method must be found to give 
recognition to the changed value of the 
dollar. 

It is obvious that a start must be made 
in changing the rather slavish adherence 
to original costs. Our responsibility is 
to develop a plan that is sound and can 
be continued in operation, and which 
will not be influenced by expediency in 
the current year or in later years as new 
facts develop. 


OBITUARIES 


The Late John Ewart Collins 

The Institute of Chartered Accountants of 
Alberta announces with deep regret the death 
of John Ewart Collins, in his fifty-second 
year. 

The late Mr. Collins was born in England 
and became a member of the Institute of 
Chartered Accountants in England and Wales 
in 1920. After coming to Canada, he was ad- 
mitted to membership in the Alberta Institute 
in 1921 and opened an office for the practice 
of his profession in Calgary. In 1926 he 
transferred his practice to Lethbridge, re- 
turning to Calgary again in 1930. He resided 
in Vancouver from 1941 to 1947 and lived in 
Calgary until his passing. 

To his widow, son, parents and brother, the 
members of the Institute extend their sincere 


sympathy. 


The Late Wilfred Coyne Kettlewell 

The Institute of Chartered Accountants of 
Ontario announces with deep regret the death 
of Wilfred Coyne Kettlewell, in his seven- 
tieth year. 

Born at Jerseyville, the late Mr. Kettlewell 
became a member of the Ontario Institute in 
1905 and was associated with a firm of ac- 
countants in New York City. In 1908 he 
returned to Toronto and was well-known in 
publishing circles for many years. He was 
appointed managing director in 1920 of a 
firm manufacturing printing ink and later he 
became president of that firm. 

To his sons, sister and brother, the mem- 
bers of the Institute extend their sincere sym- 
pathy. 








Swift Current, Sask. 
Professional Responsibility 

Sir: After five years of mental bombardment 
by text books and reports of audit research 
committees, etc., regarding the many stringent 
requirements of the code of ethics applicable 
to the chartered accountant in practice, it 
comes as rather a surprise to the young grad- 
uate to see what a high proportion of grad- 
uate men are employed in commercial organ- 
izations, His training continually concentrates 
on preparing him for public practice and 
dictates the rules he must follow in ful- 
filling his responsibilities as an auditor and 
as a member of an organized profession. 
From this course of training is gleaned the 
impression that a chartered accountant is in- 
tended only to enter public practice. Never- 
theless the facts show a very different situa- 
tion. A substantial proportion of the grad- 
uates carry their appellation — “Chartered Ac- 
countant” and all that it infers, into fields of 
endeavor which apparently carry responsi- 
bilities which are vastly different from those 
encountered in public practice. 


The C. A. in Industry 

The degree “Chartered Accountant” is in- 
dicative of a man possessed of complete train- 
ing and skill in Accounting — theoretical and 
practical. And yet the question must arise — 
Is this man, who has been trained in account- 
ing and auditing with a view to entering 
public practice, fully qualified to take on the 
responsibilities involved in a position with a 
commercial organization? Has any of his 
training been pointed to that end? To il- 
lustrate let us consider some of the difficul- 
ties that the chartered accountant in com- 
mercial work must face. In the generally re- 
cognized sense these men can hardly be said 
to be in public practice. Then do profession- 
al ethics still apply to them? This writer’s 
opinion is that they most definitely do con- 
tinue to apply. In fact they become even 
more important because there is responsi- 
bility to other groups of interests as well as 
those groups to whom the auditor in prac- 
tice is responsible. 


LETTERS FROM READERS 











Naturally his prime responsibility is to his 
immediate superiors — the operating manage- 
ment. For them he must do a job, a job of 
creating and maintaining an efficient ac- 
counting system as well as other specific 
duties which: may be assigned. This of 
course is the obvious responsibility, and, un- 
fortunately, all too often is taken as the sole 
responsibility. A chartered accountant must 
not restrict himself to such narrow confines. 
The connotation attaching to his professional 
status forces him to raise his sights to a level 
which permits him to fulfill far greater re- 
sponsibilities. He must recognize his re- 
sponsibility to his board of directors (with 
whom he may or may not have direct con- 
tact), to the shareholders of his company, 
and to the general public, He must be 
aware also of an increasingly important re 
sponsibility to the labour personnel. 


It can readily be seen that if the chartered 
accountant accepts these responsibilities as 
outlined he soon finds himself in the midst 
of a number of conflicting interests. ‘ Fre- 
quently he finds that a fair presentation of 
conditions is overruled by his immediate 
superiors because it may make their posi- 
tion more difficult in dealing with the other 
groups. He is immediately faced with the 
difficult task of reconciling these conflicting 
interests in order to maintain favorable re- 
lations with one group on the one hand and 
yet fulfill his responsibiilty to the other 
groups. 

Admittedly, this onerous task is also faced 
by the accountant in practice, but never so 
frequently nor in so many aspects. 


Other Problems of C. A. in Industry 

There are other special problems confront- 
ing the non-practising member. The skill 
of developing and maintaining an efficient 
system and staff in the many routine tasks 
involved in the correct recording of the 
transactions of a commercial organization is 
not easily acquired. It is much simpler for 
the outside auditor to take a glance and re 
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port a few corrections that are necessary than 
it is for a man to jump right into the whirl- 
pool and manage everything at once from 
billing to analysing. A great deal, of course, 
depends on the individual's capacity but any 
man’s potential ability is of little value with- 
out the proper training or experience in 
utilizing that capacity. 

The accountant who is tied up day after 
day in a tangle of routine that is constantly 
repeating must take great care to step back 
at times and review the whole picture of 
his set-up in the light of changing economic 
conditions and accounting developments in 
order to avoid the danger of his system be- 
coming overly mechanical or obsolete and 
thus effectually useless. 

Another task of the accountant in Industry 
is that of making top management more cost- 
conscious. This entails the art of being able 
to teach without the appearance of doing s0. 
Careful, well-timed suggestions and _ refer- 
ences will draw attention to any financial 
tendencies that require managerial considera- 
tion. Skilfully compiled reports, statements 
and statistics giving up-to-the-minute informa- 
tion will afford management the opportunity 
to take any needed action before unfavor- 
able conditions get out of control or become 
habit forming. The accountant of today must 
know how to take the steps up from book- 
keeper to analyst to management advisor. 


Personnel Problems 


There is reason to believe that the account- 
ant might very well be the ideal person to 
delve into some of the intricate problems of 
personnel relations and assist in the develop- 
ment of a sound and humane policy in this 
important problem. The question of human 
relationships in industry has in recent years 
developed to a point where it is now a major 
factor in all managerial decisions. In the 
new world now opening up to industry it is 
the organizations with the most progressive 
labor policies which will enter the race at a 
great advantage over those which have as 
yet failed to open their eyes and look for 
solutions to this important problem. 

There are of course other special prob- 
lems which must arise and which will vary 
in importance in the different industries but 





those already cited are sufficient to bring to 
mind a very important question. Is there 
sufficient specialized training to develop a 
future chartered accountant’s ability to suc- 
cessfully negotiate these difficult situations. 


If there is a weakness or missing link in 
our chain of professional training (and this 
writer sincerely believes there is) then a 
probable cause is the fact that the term of 
articles is served with the practising member 
and the special aspects of the work of the 
non-practising members are seldom taken into 
consideration in the development of our 
courses and methods of training. 


Institutes Must Face Problem 


Faced with the proposition that this is an 
unhealthy condition, several practising mem- 
bers have retorted with the argument that 
the various Institutes are solely intended to 
represent the practising members and if a 
chartered accountant goes into commercial 
work he is entering a different profession and 
must use his own initiative and ability to 
develop the necessary capacity for industrial 
work, Such an argument is an easy out but 
does not face the situation squarely and 
honestly. The figures show too many 
chartered accountants in private commercial 
work to permit anyone to consider that the 
Institutes, as professional bodies, represent 
only the practising members. A _ profession 
cannot so easily shirk its responsibility. 


What then is the solution? For those 
provinces using the Queen’s University course 
under the Institute of Chartered Accountants 
of Ontario, the solution probably is not too 
difficult. A portion of the course could prob- 
ably be amended so as to include at least 
some theoretical training in business ad- 
ministration, personnel work and comptroller- 
ship. The other provinces would need to 
make similar adjustments to their methods 
of tuition. With his attention called to this 
field of accounting the student would take 
advantage of his many splendid opportunities 
of working closer to the men whose work he 
is auditing. The resultant tendency of view- 
ing the work from the creator’s point of 
view as well as that of the critic will prob- 
ably help even his work as an auditor. 
G. S. Starx, C.A. 








The Students’ Department 


J. E. Smyth, C.A., Editor 





NOTES AND COMMENT 


F COURSE we all have acquaint- 

ances who, when considering the 
benevolence of fate, feel impelled to add 
“touch wood” when they have finished 
telling us about it. “I haven't had a flat 
tire for a year now” someone tells us; 
and then, fearing lest he should have 
gone too far out on a limb, adds “but 
touch wood”. Some of our friends act- 
ually do reach for wood at this point and, 
if visiting us, knock faithfully on the 
panelled walls of our apartment. After 
they have gone we smile to ourselves and 
think how dismayed they would be if 
they only knew. (The point is, our 
walls are only imitation wood.) 

We think the counterpart of. this 
“touch wood” business in accounting 
practice is the occasional addition of an 
amount to the reserve for contingencies 
by a charge against current revenue. 
“This has been a splendid year,” says the 
comptroller to himself upon observing 
a preliminary draft of the income state- 
ment, “but let’s not tempt fate by being 
too sure of ourselves.” Whereupon a 
further deduction is made from profits. 
(The profits figure is always fair game 
for deductions and after everyone has 
had his turn at it, has been known to 
emerge with only a nostalgic recollection 
of its former self.) 

Now one thing that alarms us about 
this practice is that we are never sure 
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what is meant by “contingencies”. In 
our view as long as a contingency re- 
mains a contingency, it is not real, and 
the moment a contingency materializes, 
it is no longer a contingency. It is like 
the man who, when you call on him at 
his home, is said to be at his office, and 
then when you go to his office, his sec- 
retary tells you he has just gone home. 


There seem to be two possible explan- 
ations for the reserve for contingencies: 
either the accountant is afraid to hope 
present good luck will continue, or he is 
afraid his current figure for profits is too 


good to be true. 

With regard to the first of these pos- 
sibilities, we will not say we are opposed 
in principle to any above-board scheme 
for making better days provide for bitter 
ones. But, as many have argued before 
now, an appropriation of earned surplus 
will protect working capital just as well 
and in the bargain will leave the results 
of the current year undistorted. 

The second possibility is the more in- 
triguing one. Is an accountant who con- 
dones a deduction for contingencies in 
effect admitting he lacks confidence in his 
figure for profits? Is this his way of 
saying, “I’m not sure, so I'll make sure’? 
We suggest the better alternative would 
be simply to describe the profit figure as 
“Estimated net profit for the year” and 
not make an arbitrary deduction at all. 
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By the time depreciation has been esti- 
mated and inventories valued, only the 
charlatan will claim his profit figure is 
beyond all possible dispute. 


The reserve for contingencies may be 
a balance sheet problem too. With con- 
siderable misgiving we observe a wide- 
spread unwillingness to assign this re- 
serve to a particular section of the bal- 
ance sheet. Either every item on a bal- 
ance sheet is an item of asset, liability, or 
proprietorship, or a balance sheet is not 
what we think it is. Why then is the 
reserve for contingencies not included 
under one of these headings and in the 
total of the section? Those people who 
either because of indecision or a lack of 


courage leave the reserve dangling help- 
lessly between liabilities and proprietor- 
ship, without placing it in either cate- 
gory, are in our opinion suggesting that 
the proper description of the reserve is 
really “Reserve for accountant’s failure 
to value assets and compute profits pre- 
cisely”. 

If the reserve for contingencies was 
created in contemplation of some ex- 
pected liability, then we think it should 
be included in a balance sheet figure for 
“Total liabilities” (which one seldom 
finds) and the liability itself described 
more accurately. If it does not contem- 
plate any known liability, then it is sure- 
ly still a part of proprietorship, albeit un- 
distributable, and should be included in 
a “Total capital and surplus” figure. 


The Primary Exam — 1948 


(With apologies to the examiners and those who give us advice on exam writing) 


If to pass the first exam you should aspire 

Pay heed to these wise words from one who's tried 
Don’t waste time my fellow “footers” 

Reading “Hints for writing papers” 

If to pass the first exam you should aspire. 


These hints will tell you misprints never happen 
The papers are re-read to make this sure 

Then Smith and Jones they'll go and write 

And throw in some queer guy called White 

But still declare that misprints never happen. 


They'll tell you that the words are always clear 
That ambiguity you never need to fear 

But when they ask you please to mention 
Features — in its determination 

Are the words so very crystal clear? 





























They'll say “Just ask yourself what’s meant by this 
That’s all you have to do my boy to pass” 

So when they want a schedule — bless ’em 

For continuity of investments 

Just ask yourself, “What do they mean by this?” 
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And so my fellow “footers” one and all 


If in 1949 you will to win 


You must firmly set your jaw, 
Say a prayer for luck — and more, 
And go in — prepared for anything at all. 


One WHo Wrote (Ontario) 


Editor’s Note: The circumstances surrounding this poem are very mysterious. It has 
been passed on to us through an intermediary who was required to take an oath to protect 


the identity of the poet. 
* * 


Montreal. 

Sir: At the end of this letter you will find 
two schedules showing the transactions and 
the balance sheet présentation under the two 
methods of redeeming preferred stock under 
section 61 of the Dominion Companies Act, 

Schedule “A” gives the transactions and 
the revised balance sheet when preferred 
stock is redeemed by appropriating a corres- 
ponding amount from earned surplus and 
transferring it to capital surplus which is no 
longer available for dividends unless supple- 
mentary letters patent are obtained permit- 
ting the reduction of capital. 

Schedule “B” gives the transactions and 
the revised balance sheets when the redemp- 
tion is made by issuing a corresponding 
amount of new stock for that particular pur- 








* * 


Would you please examine these statements 
and advise me whether the procedure followed 
is in accordance with the provision and in- 
tention of section 61 of the Dominion Com- 
panies Act? 

Under the method in Schedule “B”, would 
you consider it necessary to transfer an 
amount from earned to capital surplus in ad- 
dition to issuing new stock for the sole pur- 
pose of redeeming the preferred? 

Furthermore, is there any set limit of time 
for the redemption of the preferred stock 
after the new issue has been sold, or do the 
two transactions have to be concurrent? 

Would you consider it legal to charge 
against such capital surplus a previously ac- 
cumulated deficit? 


SCHEDULE “A” 
Balance Sheet as at December 30, 1947 
i, 
NE a a cececaaeead $10,000,000 Preferred stock .......::.c:c:+:cess-000 $ 5,000,000 
20,000,000 MI: EON osc céssscenschsnies eons 15,000,000 
Earned surplus ..............s00:-000 10,000,000 
$30,000,000 $30,000,000 
2. Redemption of preferred stock under section 61(b) on December 31, 1947: 
I I I cist dasa bachdairdedeneinipdcpaniounaaiiie’ 5,000,000 
Sos, MUNIN \aphasiinisseniens 5,000,000 
Si, MINN NI catches i esldgnesdsesed aie sobasbatuniieeootonntcnipntsod 5,000,000 
IID: wicisascainsisindcasennncprionisovssavbciecmcsiateseaiaiasioingese 5,000,000 
Balance Sheet as at December 31, 1947 
CHAE: + snslihasticeatsticiienicinlipnsbeinichiisisaiies $ 5,000,000 Common stock ...........cc0cscesseeee $15,000,000 
Bitand MGWORG siticncsincsnicsisissssns 20,000,000 Earned surplus ..................0:000 5,000,000 
Capital surplus ..........ccee 5,000,000 
$25,000,000 $25,000,000 
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SCHEDULE “B” 
Balance Sheet as at December 30, 1947 


1. 
I Ni cic id diss ctabectsissaite $10,000,000 
RI NIE Saccspccocsessnssnnnsectares> 20,000,000 
$30,000,000 


Preferred stock .............s000+ $ 5,000,000 
IIIT WR © cscs scecsssreveessonsce 15,000,000 
Earned surplus ..........:cscssccscsss 10,000,000 

$30,000,000 


2. Issue of shares for purpose of redeeming preferred stock on December 31, 1947: 





I a houses sacctnoicpnaebinbtapnnaaale 5,000,000 
Cr. Stock (new issue) 5,000,000 
Balance Sheet as at December 31, 1947 
We es tae Pee $15,000,000 Preferred stock  ...........0scsc-s000 $ 5,000,000 
RII Gocco sssocicossnoe 20,000,000 Stock (new issue) ..........0 5,000,000 
OMENS BOBO csserersisiccscsssscse 15,000,000 
Earned surplus ..............sss0000 10,000,000 
$35,000,000 $35,000,000 
3. Redemption of preferred stock under section 61 on December 31, 1947: 
I NON NN vac cicndctnscatedscnbiiinseniotnounncensonceadtasecs sepcivasasor 5,000,000 
RN, cents coanereareateneesscaseamnvabe 5,000,000 
Balance Sheet as at December 31, 1947 
Cash sessseseereceeeee $10,000,000 Stock (new issue) .........c0:00 $ 5,000,000 
ON TNIDD — scsnicsvsurscdsconicrsisvaens 20,000,000 Common stock o.........0e¢ 15,000,000 
Earned sarpls .....0.cseiscssssascoses 10,000,000 
—_———_ $30,000,000 
$30,000,000 
aa G. R, Boysr. 


Editor’s Reply 


We agree with your interpretation of section 
61 of the Dominion Companies Act as you have 
set it out in Schedules “A” and “B”. However 
in the second paragraph of your letter you 
suggest that the capital surplus in Schedule 
“A” might become available for dividends 
following a grant of supplementary letters 
patent. We doubt if a declaration of divi- 
dends comes within the spirit of section 49 
(1) which gives examples of what is meant 
by a reduction of capital and the sort of 
thing for which supplementary letters patent 
would be granted. In any case, you would 
then have to run the gauntlet of the credi- 
tors, their consent (or payment) being a pre- 
requisite to a successful application for sup- 
plementary letters patent. This is the very 








thing section 61 avoids and for that matter is 
the sole advantage of section 61. 

The creation of the capital surplus is an 
alternative to the issue of new stock for the 
purpose of redeeming the old. This is sug- 
gested by the purpose of the section which 
is to protect creditors. It is recognized that 
creditors may look only to the resources of a 
limited company for payment of their claims. 
Therefore they should be at least entitled to 
suppose that the original capital contribu- 
tions (or “capital fund”) will be kept in- 
tact (apart from the question of unavoidable 
losses). If the company issues new shares to 
replace the old, the capital fund has not 
changed in amount but in description only. 
But if, without issuing further shares, the 
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company redeems its preferred shares by pay- 
ing money back to shareholders, then the 
capital fund is impaired—unless the remain- 
ing shareholders sacrifice something to make 
up for what the others received. Here what 
the remaining shareholders are required to 
forego is the expectation of future dividends 
out of present surplus in the amount of the 
preferred shares redeemed. [Earned surplus 
is not a part of the capital fund; capital sur- 
plus created under section 61 is. 


In practice of course the issue of new stock 
to replace the old could not exactly coincide 
with the redemption of the old. In fact, the 
Act suggests that it may precede the redemp- 
tion as a means of providing the necessary 
funds, The purpose of the new issue would 


have to be declared in the prospectus and if 
the company delays in redeeming the old, we 
think it should at least have the funds pro- 
vided by the new issue earmarked for the 
purpose. In other words, we are suggesting 
that a company will continue eligible to re- 
deem its preferred shares under this section 
only so long as it can account for the proceeds 
of the new issue. Other than this, we can 
find nothing in the section that limits the time 
interval. 

We suggest that one could not charge a pre- 
existing deficit against this capital surplus 
because the capital surplus cannot be created 
unless there is, to begin with, a credit bal- 
ance in earned surplus account sufficient to 
absorb the transfer to capital surplus. 


Problems and Solutions 
Solutions presented in this section are prepared by practising members of the several 
provincial Institutes and represent the personal views and opinions of those members. They 
are designed not as models for submission to the examiner but rather as such discussion and 
explanation of the problem as will make its study of benefit to the student. Discussion of 


solutions presented is cordially invited. 


Problem 1 
FINAL EXAMINATION, DECEMBER 1947 
Accounting IV, Question 2 (25 marks) 


The Development Company, Limited, owner of a tract of land, decided to develop it into 
a residential district. On Ist January, 1944, the balance sheet appears as follows: 





ASSETS 
Ras ctiscen ba asthe paie stn daeciak vada capencea ee Pew abel ea ran tenes cabeeeizoeesann anew $ 50,000 
Dacia cece cies ia chadd Babyick cee edna tasuacaesaeesan coun tas eaaaenanemene ae 64,000 
a OBIE iicactitcscssesetecacvessecasteavecsvsetsn sth eccabbatencirszes 900 
ane UNNI NR ch chacenca dies Git sssesncaass resonendcceestale cies ves 5,100 
$120,000 
LIABILITIES AND CAPITAL 
Capital 
Authorized 2,000 shares of $100.00 each 
Issued 1,200 shares of $100.00 each ..........cccccccssesecccecssecserees $120,000 


During the years 1944 and 1945, the property was subdivided into 125 lots, streets and 
side-walks were laid, and other improvements made. On Ist January, 1946, the trial balance 


was as follows: 


NE Selick cctererSatcatinbionccescpeblcci cia cnccets 
Legal fees — title, etc. 2.0... 


Office furniture 


Improvements — Labor ...........sssseseee--+ 
PII | csiconsiesscsscsss 





ielanesicita antectitcencstva 900 
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PN is, cies ee cla eee be ddscdttaicmba alten dé 7,000 








a ake ihc scart clgncn pinches nal 17,200 
NAN cata cli eiccahe ctv eceeher cache danas casts cadiabelsoniacniamab nia 5,700 
General expenses 2,800 
NR ater Sita a 88 ei en Se eh shea 1,500 
NN agia ced cies pdt an tessa pad bdeossncnbe sca pepnRaTaanabtaa $200,000 
Accounts payable LSncdeieibas wns sleeebetad 4,000 
enw WT Geran enatenta y sis esisisc ics chides css ccsins cesetsnsessscsscnsccnsss 2,720 
ID II six iBi BiG Acieaw cts deranpdiinn aeons 280 





$207,000 $207,000 














During 1946, 75 lots were sold for cash; 60 of the lots were sold at an average price of 
$1,500; the other 15, which were preferred lots, at $2,000 per lot. 

The expenses to improve the preferred lots were about 10% more than the other lots; 
therefore, in valuing the unsold lots, the preferred lots should be valued at 10% more than the 
other lots. There are ten of these preferred lots unsold. 

Payments made during the year 1946 were as follows: 


ONIN MRIS > ccsissnsdptcbesths  decsaccos sa cascnataabonsntbio cancsessinnsncicaiionse $4,000 
a ces oo chicadpa pe gubnniesiie 920 
a ca ae ana a 8,500 
Office expenses ........000 es 2,920 
Interest received on ok re ity 760 





Office furniture is depreciated in proportion to the number of lots sold. 
Required: 

(a) Balance sheet at 3lst December 1946. 

(b) Statement of profit and loss for the year ended 3lst December 1946. 


: Solution 

Hl SCHEDULE SHOWING COST OF PROPERTY 

i MI Piapsireaate voces eenstnc cas conch cpaessescsessa cannes /sapovtonk eo capbocaoesre coaaecuow se aiaeasba cba Siesta estes 
, Raed Freee —— Title be. wi csicsscciinsscstssnsesassnibiessesacssbes 

5 Improvements — Labour 

' —Material 

i I cic na seein gah Sac seotee sae saensepsitusteason 

I lc paca caestashapasm pace enemies 

RM i Sit ses baitucpodannnedrmpisasiaven Soasbcapiaavasinstieae 

f I sahara tacepshascesvaclaigons paca lial aaaal a atiah Sodgm biogas 
: I kia tcc iccces pn castnu oa arian tu sui uss sca Rs Renee vale cutudsia ssapsbsbolpicceen 
F 


oe 


Less Sales of Salvage 
Interest (Bank) 


meet 





The property consists of 100 ordinary lots 
25 preferred lots 
Let $x = cost of each ordinary lot 
Then $1l.lx = cost of each preferred lot 
100x + 25(1.1x) = 117,300 
= $920 
Llx = $1,012 








of 


he 


SE a aS ae Oe Oe CO 
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SCHEDULE SHOWING COST OF LOTS 
Unit Cost of lots sold | Inventory Dec. 31/46 
Type Number Cost Totalcost Number Amount Number Amount 
Ordinary  .....cccccrsesses 100 $ 920 $92,000 60 $55,200 40 $36,800 
Preferred — ......cecescees 25 $1,012 25,300 15 15,180 10 10,120 
MEE scstinstinsibeacsialcn 125 $117,300 75 $70,380 50 $46,920 
THE DEVELOPMENT COMPANY LIMITED 
Statement of Profit and Loss for the Year Ended 31st December 1946. 
Oe Cea ca cca Gasca nase co wches dearer aapectadconsonin baa th Ses ceaeoasi acer $120,000 
Less Cost of sales 
MRI ie MN ERE ans tisasiess iin sen cts cascmndhntorccescrccnccsnscaeeatennst $117,300 
Oe I a ere ca rescecsctictesencnvcotseoeslacnnsitaed 46,920 70,380 
Re EN iaasesc sea nisin isewccens $ 49,620 
General Expenses 
NII aaa cca Sea dalsbaat daca code sa tcaseduiccaases Ried lan sancidacaw ine saenaadebliabonion $ 920 
IE sibs chicis case aetna as RN ees Munich ce le 8,500 
SG DING asseicitistnccttcaitisicensendss 2,920 
RUNNERS Gh OTR FIRE sisson ines sch coer esthcgi aasttvasinbepsetpesissinorannses 3,060 15,400 
$ 34,220 
Financial income 
a a hala 760 
UE PR te Fe I asia ertcsnnciscinessenccstenseccteosesceccinesie $ 34,980 
THE DEVELOPMENT COMPANY LIMITED 
Balance Sheet at 31st December 1946 
ASSETS 
NN secant st c6 catia isco tac pnd veiau cou snes csaeasiepescdoack Wah Latins ve cat schsutndpees Hisneiea $186,020 
ON I ec sscch oc ccnngaon const chctesen coven cha casks snes l ap hsshanstsgssancaticluisaacoiaanedcchsonseocmsagap enna cinta’ 46,920 
ADO DUM SN TRE —— LE MIRC RTNN osccccnsscsis ts nsscinenss psenccsnassisssnncssvnssnnssnssiuscusososestivbesnessesessies 2,040 
$234,980 
LIABILITIES AND CAPITAL 
Be GRID GNA asia shih pont hei cp ca seas AA ate dA ncaa olathe ovp nn doa bo aca Nil 
Capital 
Authorized and issued 
2,000 Shares of $100 each ............ isu Sinha b50dd SMUD Hv ead tacdeadee Oe peed $200,000 


MINA TNUINO sass stsasiccen te ssa sasssvigsnatonsneascscdblntosacusbtendslta asbsdlcddcsolhadiesenShcovsts I DRABUAOS 








Se Ne aL Maggie he Rae See 


a RET 


Sears SE ee ea eee re ere 


ee eee 
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Problem 2 
FINAL EXAMINATION, DECEMBER 1947 
Auditing II, Question 5 (20 marks) 
After closing, the trial balance of the White Company Limited as at 3lst December, 1946 
was as follows: 


Dr. Cr. 
I ea stacieseninaaes cocaaens venaiees I RNIN WINN Scscases osscnsccndcntsssveconctcananinge $1,000,000 
ON sac nvistcatnnloapaiobin 1,000,000 Accounts payable ...........cscscsseceoes 500,000 
Accounts receivable ...............:ss00 SD «PRAISE RINE sss cssesscssesecnsncsseccserccscossine 500,000 
NG oc cscsccisin sossnanuncnceis 3,000,000 10,000 5% redeemable preferred 
RSC ec teenies econ 1,000,000 apes GD GID eisccsstissicticccctncn 1,000,000 
5,000 common shares of no par 
WOUND Secshedes aber tsssscsctietoaeteviecetets 1,000,000 
RUREGROC ETNIES Shas sscccsessssssccoccrsssteonttecn 1,600,000 
$5,600,000 $5,600,000 


The Company is incorporated under the Dominion Companies Act. 

The funded debt consists of 5% 1st mortgage bonds redeemable at a premium of 2%. 

The Company upon authority of the board of directors’ resolution duly approved by the 
shareholders redeemed the preference shares on the 2nd January 1947. 

Arrangements were made to refund the present 5% Ist mortgage bonds through a new 
issue of 4% lst mortgage sinking fund bonds in the principal amount of $3,000,000. A firm 
underwriting agreement has been signed subscribing for the entire issue at a discount of 2% 
as of the 2nd January 1947. Legal and other expenses of the issue are estimated at $10,000. 
The bank loan is to be paid off from the proceeds of the bonds. 


Required: 

Prepare a pro forma balance sheet as at the 3lst December 1946 giving effect to the 
above transactions. The candidate may make any assumptions necessary for the purpose of 
properly describing the balance sheet items. 


Solution 


THE WHITE COMPANY LIMITED 
(Incorporated Under the Dominion Companies Act) 
PRO-FORMA BALANCE SHEET AS AT THE 31ST DECEMBER 1946 
After giving effect to the following: 
(a) Redemption of preference shares on the 2nd January 1947 at par. 
(b) Retirement (redemption) of $500,000 5% First mortgage bonds at a premium of 2%. 
(c) Issue on the 2nd January 1947 of $3,000,000 principal amount of 4% Ist Mortgage 
sinking fund bonds at a discount of 2%. 

(d) Repayment of bank loan $1,000,000, 


ASSETS 
Current Assets 
ees ie aN MAIN its GOIN ainescicscaseccs emis ccsnscsesesesoscionsccase $ 520,000 
a NS Riess sees icinscheticoisensvece $ 560,000 
Less reserve for doubtful accounts ..........::::00:000+ 

































The Students’ Department 


Inventories valued at the lower of cost or market 
as certified by responsible officials 








Finished goods 300,000 

Raw materials 700,000 
9416 
000 
000 Fixed Assets 
000 RN GIN aiid accstcanicesshdaoeinescddon 

Buildings and equipment, at cost 
000 Less reserve for depreciation 
000 
00 
00 Deferred charges (Premium on bonds redeemed and 
— legal expenses of new bond issue) .os..c.sscessseseseeseeesees 
INE sciintais easeedidkeccteia ain eee neinniniecnnan 
he 
LIABILITIES AND CAPITAL 

i Current liabilities 
ie Accounts payable ...........ss0 + Sidibaglestcepdiy iiss dpcseanieccisies Seine Rasacioreaiase 
% Deferred liabilities 
0, 4% First mortgage sinking fund bonds due January 2, 1967 ........ 

Less bond discount umamortized ......c..ssssecssecsssessssssssssnscesssesseees 
1e 
of i I i eccrica titan staid 


Capital and surplus 
Capital stock 
Authorized and issued, 5,000 common shares of no par value 
Capital surplus appropriated by virtue of the redemption of 
SETNMRUNIDS, SMUUUIOOI  arcoisssiscocecdocssovinsticniossssicssstassbeiannceisitsncemnaldeaspestone 
Earned surplus 
Balance December 31, 1946 ......ccssscscssescsesseceseres $1,600,000 
Less transfer to Capital surplus above as re- 
quired by section 61 of the Dominion 
INNIS TARE aa cicsc sass seciescisncascncscnyssdasascnicies 





1,000,000 


100,000 


2,900,000 


1,000,000 


1,000,000 





$2,020,000 


3,000,000 


20,000 
1,000,000 


$6,040,000 


$ 500,000 


2,940,000 


3,440,000 
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PROFESSIONAL NOTES 


BRITISH COLUMBIA 


The Institute of Chartered Accountants of 
British Columbia held a special general meet- 
ing of members on Wednesday, 8th Decem- 
ber, 1948. Upon completion of business, a 
dinner was held in Hotel Vancouver at which 
the guest speaker of the evening was Mr. 
Leon J. Ladner, K.C. He addressed the 
members on the new Income Tax Act paying 
particular attention to the possible conse- 
quences of the rewording of certain sections 
and the introduction of entirely new sec- 
tions. The address was followed by a ques- 
tion period when members had the oppor- 
tunity of raising points of interest respecting 
the new Act. 


Preceding Mr. Ladner’s address, the Insti- 
tute’s President, Mr. J. R. Church C.A. re- 
ported on the second conference of the Can- 
adian Tax Foundation which he attended at 
Ottawa on November 22nd and 23rd. 


a + z 


Mr. V. Howard Chadwick, C.A., announces 
the opening of an office for the practice of 
his profession at 217 Columbia Street, New 
Westminster, British Columbia. 


* * * 


Messrs. James E. McIntosh, B.Com., C.A. 
and J. Stanley McVicar, C.A, announce the 
admission to partnership of T. Howard Din- 
sley, C.A. Henceforth their practice will be 
conducted under the name of McIntosh, Mc- 
Vicar & Dinsley at 514 Standard Building, 
Vancouver, British Columbia. 


MANITOBA 


Messrs. Irvin C. Schacter, C.A., and David 
A. Gilman, C.A., announce the formation of a 
partnership under the firm name of Schacter, 
Gilman & Company with offices in the Trans- 
Canada Building, Winnipeg, Manitoba. 

7 * * 

The Institute of Chartered Accountants of 
Manitoba announces that Mr. Frederick John- 
son, F.C.A., is resigning as Director of Studies 
of that Institute. He will be succeeded by 
Mr. D. J. Campbell, C.A., on Ist January, 
1949, 


* * * 


Godfrey Sandell & Company, Chartered Ac- 
countants, announce the removal of their of- 
fice to 302 Kensington Building, 275 Portage 
Avenue, Winnipeg, Manitoba. 

* om + * 


ONTARIO 


Mr. David Ross, C.A., announces the re- 
moval of his office to Suite 7, 1 Adelaide 
Street East, Toronto, Ontario. 

+ * * e 


PRINCE EDWARD ISLAND 
The Institute of Chartered Accountants of 
Prince Edward Island is pleased to announce 
that Mr. W. A. Morrell, senior partner of the 
firm of Morrell and Company, Chartered Ac- 
countants, Charlottetown, has been named a 
Fellow of that Institute. 


SASKATCHEWAN 
Zaitlen & Zaitlen, Chartered Accountants, 
announce the removal of their offices to 409 


Macmillan Building, Saskatoon, Saskatche- 
wan. 





When You Complete the Design of 
A SPECIAL 


-~ ACCOUNTING FORM 


— Then you are ready for technical assistance in pro- 
ducing the form exactly as visualized. 


You can discharge your responsibility to your client 
by placing such special forms in the hands of Grand & Toy. 


Our staff has exceptional experience to draw upon— 
plus all the facilities of a plant with modern equipment. 


Careful attention is given to secure accuracy in every. 


detail. Often, practical suggestions can be made, And, 
you have a full choice of processes — printing, ruling or 


lithographing. 


COLUMNAR SHEETS FOR DESIGNING FORMS 

Busy accountants appreciate the time that can be 
saved by using Grand & Toy’s ready ruled columnar sheets. 
The basic part of your designing job is already complete. 
Columnar sheets are carried in a wide variety of sizes and 


rulings. 


For information on printing, ruling or lithographing 
special accounting forms, or details of Grand & Toy’s 
columnar sheets, telephone ELgin 6481, write us, or 
visit any of our three Toronto stores. 





She 


Assurance (Company 


The Pioneer of Life Assurance in Canada 


For over 100 years, the Standard Life has been 
serving Canadians, and is proud to include among its 
clients many of the largest and best known Companies in 


Canada. 


The Standard specializes in all forms of Life 


Assurance and Pension Plans. 


Head Office for Canada 


MONTREAL 


ONTARIO BRANCHES OFFICES 
TORONTO—80 King St. W. Gordon B. Coyne, Branch Mgr. 
HAMILTON—126 King St. E. J. A. Wright, Branch Mgr. 
OTTAWA—46 Elgin St. L. Whitney Spratt, Branch Mgr. 
LONDON—365 Richmond St. R. W. Porter, Branch Mgr. 








